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As a result, what was once considered 
protected domain—wealth managers 
doing in-house research—has shifted 
into a quickly growing outsourcing  
business (see table 2).

OCIO is not for every advisory firm. 
Considerations include the firm’s value 
proposition for clients, the firm’s custo-
dian for assets, and the philosophy of 
the prospective partnering firm to make 

More than 9,000 open-end mutual funds4 
and more than 2,200 exchange-traded 
funds (ETFs) are available in the United 
States,5 and a staggering 114,131 open-
end mutual funds are available world-
wide (see table 1). And those numbers 
don’t include the growing alternative 
investment market that includes private 
equity, debt, and real estate and that by 
some estimates could grow by as much 
as 59 percent over the next five years.6 

Advisors have long outsourced 
numerous client functions 
including back-office support, 

compliance, and technology. It’s only 
in the past five years, however, that the 
concept of outsourced chief investment 
officer (OCIO) has gained traction. 

Declining fees, the need for increased 
productivity, and growing regulatory 
demands have put OCIO on the radar 
for many advisors. 

An OCIO is a third party engaged by 
advisory firms to help manage all or a 
portion of the investment process. This 
arrangement can include functions such 
as establishing the asset allocation, 
selecting investment managers, imple-
menting portfolio decisions (both 
strategic and tactical), providing 
on-going oversight, performing risk 
management, and in some relationships, 
additional services such as marketing 
and case support.1

The most recent Fidelity RIA Benchmark 
study estimated that more than 
27 percent of advisors outsource some 
portion of investment management,2 

and a TD Ameritrade white paper puts 
the number closer to 58 percent.3 With 
the average advisory firm devoting 25 
hours per week to investment functions 
and manager research comprising more 
than 18 percent of that time, advisors 
are overwhelmed managing the com-
plexity of time constraints, increasing 
investment opportunities, and for many, 
running a business.
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GROWTH IN INVESTMENT OFFERINGS
U.S. Mutual Funds U.S. ETFs Global Mutual Funds

2017 9,356 2,050 114,131

2016 9,507 1,707 110,548

2015 9,517 1,576 106,523

2014 9,258 1,381 101,238

2013 8,972 1,261 97,920

2012 8,744 1,163 94,475

2011 8,673 1,093 91,876

2010 8,535 902 86,265

2009 8,611 778 83,041

2008 8,879 704 83,850

2007 8,745 608

2006 8,721 349

2005 8,449 206

2004 8,417 157

2003 8,426 123

2002 8,511

2001 8,518

2000 8,370

1999 8,003

1998 7,489

1997 6,778
Source: https://www.statista.com/http://www.icifactbook.org/ch1/18_fb_ch1
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putting traditional advisors out of busi-
ness, traditional advisors have become 
more efficient with their most valuable 
commodity—time. The shift has led advi-
sors to realize their time is best spent in 
the least commoditized part of the busi-
ness—in the front office with clients. 

This push for increased productivity  
is a prime driver in the growth of OCIO, 
which advisors can use to expertly deal 
with robo-advisor technology as well  
as back-office operations such as 
investment research, due diligence,  
and other tasks. 

EXPERTISE: A SLIPPERY SLOPE
With a plethora of new offerings coming 
to market every year, the degree of due 
diligence required of advisors to recom-
mend investments can stretch them 
beyond their expertise. In addition, 
many firms find that staffing and career-
plan development for small departments 
remains challenging; for example, the 
loss of a research person with just two 
weeks’ notice can be devastating in the 
short term. OCIO providers take on this 
staffing difficulty and can be ready to 
implement within a couple weeks. 

Even if an advisory firm has the exper-
tise (which many do), due diligence has 
become a standardized documentation 
process, not an investigative discovery 
about what makes an investment work. 

The degree of proficiency required today 
of an investment advisor is mind-
boggling compared to 20 years ago. 
Today, it’s not uncommon for advisors to 
field questions ranging from: 

 A “Should I go active or passive?” to 
“Does smart beta make sense in my 
portfolio?” 

 A “What about an ETF or a mutual 
fund?” to “What about private 
investments?” 

 A “Can you tell me about socially 
responsible investing?” to “A friend 
told me this may be a good entry 
point for cryptocurrencies, what do 
you think?” 

little fee compression. Advisors were 
able to charge fair rates and the anticipa-
tion that markets would continue to 
move upward fueled growth. Post-
recession, that strategy worked for the 
most part. However, the 2018 
InvestmentNews Study of Pricing & 
Profitably (2017 data) found that the 
pricing power of advisory firms in the 
past two years of the survey (2015–2017) 
had taken a downturn, with average rev-
enue yields falling from 77 basis points 
to 69 basis points.9 

It’s clear that the fees advisors can 
charge clients have fallen, and it appears 
that the burgeoning robo-advisor busi-
ness model has had an impact on those 
fees. In a declining-revenue environ-
ment, advisors have had to adapt.

Second, advisory firms’ profitability has 
not decreased. It turns out advisory 
firms have been adaptable in their 
resolve to be more productive by, ironi-
cally, using the same technology utilized 
by robo-advisors.

Advisor fee compression, spurred by 
robo-advisor technology, is driving pro-
ductivity within the industry. Advisors 
have made great strides enhancing pro-
ductivity by leveraging back-office 
technology for trading, rebalancing, 
compliance, financial planning, and 
reporting. Rather than robo-advisors 

sure its ideology aligns with the firm’s 
view of the world. 

ROBO-ADVISORS: 
COMPRESSION OF FEES
Not long ago many in the industry pre-
dicted that robo-advisors, at best, would 
drive fee compression for advisory firms 
and, at worst, put traditional advisors out 
of business. The premise of a technology- 
driven, algorithmic investment process 
backed with institutional research could 
provide better outcomes at a lower cost 
than a traditional financial advisor. 
Although technology and institutional 
processes have become a growth area for 
advisors, this oversimplified business 
model fails to recognize that many 
clients want personalized advice with 
some level of human interaction, and 
they are willing to pay a fair cost for a 
fair value. Robo-advisors as a business 
model have gained traction, to an extent. 
The top five robo-advisors are estimated 
to hold a total of $176.8 billion in 
assets.7 Vanguard leads the pack with 
$112 billion. By contrast, the top 40 
wealth management firms manage an 
estimated $7.1 trillion.8 Robo-advisors 
clearly have established a foothold, but 
they have not had the devastating effect 
that some predicted. This scenario still is 
playing out, with some interesting trends.

First, from 2010 (pre robo-advisors) 
through 2015, the industry saw very 

DRIVERS OF ADVISORS’ DECISION TO USE EXTERNAL 
INVESTMENT MANAGEMENT

Free up time in my practice 61%

Access to institutional quality due diligence/monitoring 47%

Access to investment strategies 43%

Access to portfolio services 24%

Access to investment vehicles 23%

Access to account management services 17%

Containment of expenses 11%

Superior tax management 10%

Alpha generation 9%

Access to other services 9%
Source: “The race to scalability 2018,” Flexshares Exchange Traded Funds, 2018, https://cdn2.Hubspot.Net/hubfs/512752/
outsourcing%20lp/2018%20race%20to%20scalability%20whitepaper.Pdf
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According to Mercer, U.S. advisory 
firms expect to spend 10 percent of 
their strategic budgets on compliance 
and continue to evaluate productivity 
gains that can be realized through 
outsourcing.12 

LANDSCAPE: A GROWING 
SOLUTION SET
The landscape for OCIO providers var-
ies as much as advisory practices do. 
The saying goes, “If you have met one 
investment advisor, you have met one 
investment advisor.” 

However, as the advisory industry  
continues to evolve, it’s fair to say there 
is something for everyone. Table 3  
highlights three categories of OCIO  
providers, though some firms provide 
hybrid approaches.

THE DECISION POINT
Firms will vary in their decision points 
for hiring an OCIO. Some may desire to 
retain internal expertise and use a com-
plementary OCIO to augment that work. 
A firm may have in-house expertise in 
certain strategies, for example, large-
cap stocks. But when it comes to 
building out a client’s emerging-
markets or alternative investments, that 
firm may want to buttress its in-house 
work with outside expertise. 

Exchange Commission (SEC) fined advi-
sory firms that used the inaccurate data, 
presumably because they failed to thor-
oughly conduct their own thorough due 
diligence. F-Squared agreed to pay a 
$35-million settlement in the case, but 
the reputational damage was done. 

As a result, Morningstar and other data 
publishers changed how they report 
manager performance and advisors 
learned their responsibility is not diluted 
by referencing published data.

Although regulators have not published 
instructions about how firms are to con-
duct their due diligence, they have 
elevated awareness during regulatory 
exams to ensure firms are performing 
due diligence. 

In 2014, the SEC issued a Risk Alert on 
Investment Advisors Due Diligence 
Process for Selecting Alternative 
Investments.11 The common deficien-
cies observed included:

 A Providing potentially misleading 
information in marketing materials 
about the scope and depth of due dili-
gence conducted

 A Having due diligence practices that 
differed from those described in the 
advisors’ disclosures to clients

The research-driven banter is exhilarat-
ing for some advisors. For others, it is 
exhausting. 

More and more, advisors are needing to 
face the question of whether they have 
the competency to answer these ques-
tions. Or are they presenting themselves 
to clients as having expertise that they 
may not truly possess? 

This demand for expertise is the second 
prime driver in the recent surge in inter-
est in OCIO.

REGULATORY ENVIRONMENT: 
THE TARGET HAS MOVED
Regulators have long focused on man-
ager due diligence as an integral part of 
a firm’s compliance. Many OCIO provid-
ers are well-equipped to help meet these 
demands by systematizing processes, 
including the manager selection and 
evaluation process; and helping docu-
ment investment decision points.

The tipping point was the 2008 high-
profile Ponzi scheme involving Bernie 
Madoff. Today, the Madoff debacle con-
tinues to ripple through the industry, as 
recently as the demise of F-Squared in 
2016.10 F-Squared was producing inac-
curate historical performance measure-
ments and the U.S. Securities and 

THREE CATEGORIES OF OCIO PROVIDERS
Category Description Pricing Pro Con Other Services

List Provider

A research firm that 
provides a select 
list of managers 
it conducts due 
diligence on

Flat fee, 
paid by the 
advisory firm

Provides deep due 
diligence of manag-
ers in the stable

Limited or no coverage 
of managers outside the 
stable

Additional 
manager coverage, 
compliance support 
offered with à la 
carte pricing

Boutique

A firm with a 
customized research 
approach that aligns 
philosophically with 
an advisor

Flat fee, 
paid by the 
advisory firm

Provides a partner-
ship approach with a 
firm that possesses 
complementary 
views, which creates 
an easier transition

Can be difficult to find 
a complementary firm 
because there are many 
philosophical approaches 
to investments (i.e., active 
versus passive, strategic 
versus tactical, traditional 
versus alternative)

Marketing support, 
client case support, 
and compliance 
back-up are built 
into the relationship 
pricing

Turnkey  
asset manager  
programs

A technology plat-
form that offers asset 
management and 
back-office support 
including account 
administration, 
billing, and reporting

By assets 
under 
management, 
paid by the 
client

A good one-stop 
solution for firms 
seeking an all-inclu-
sive approach; likely 
to have the broadest 
list to platform 
managers

Can get expensive as a 
firm builds scale and may 
require additional due 
diligence for advisors to 
select which managers 
to use

Offered via addi-
tional basis-point 
costs
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4 . See https://www.statista.com/topics/1441/
mutual-funds/.

5 .  See https://etfdb.com/screener/.
6 .  Alicia Mcelhaney, “report: Alternative 

investment industry Will Hit $14 trillion By 
2023” (october 19, 2018), https://www.
institutionalinvestor.com/article/
b1bg5lknj62d7l/report-Alternative-
investment-industry-Will-Hit-14-
trillion-By-2023.

7 . Barbara A. Friedberg, “robo-advisors With 
the Most Assets Under Management 
(AuM)” (August 2018), https://www.
roboadvisorpros.com/robo-advisors-with-
most-aum-assets-under-management/.

8 .  See http://online.wsj.com/public/
resources/documents/Top40Wealth 
ManagementFirms2017.pdf.

9 .  Michael Kitces, “How ‘robo’ technology 
tools Are causing Fee Deflation But Not 
Fee compression” (october 29, 2018), 
https://www.kitces.com/blog/fee-compres-
sion-fee-deflation-robo-advisor-cost-sav-
ings-productivity-efficiency/.

10 .  Jeff Benjamin, “Sec uses F-Squared Saga 
to Drive Home Due Diligence Message,” 
InvestmentNews (November 10, 2016), 
https://www.investmentnews.com/
article/20161110/Free/161109922/
sec-uses-f-squared-saga-to-drive-home-
due-diligence-message.

11 .  See https://www.sec.gov/about/offices/
ocie/adviser-due-diligence-alternative-in-
vestments.pdf.

12 .  Mercer, “Staff up or outsource Given 
Tightening Regulatory Compliance in 
Wealth Management industry” (June 6, 
2017), https://www.mercer.com/our-think-
ing/voice-on-growth/tightening-regulatory- 
compliance-in-wealth-management.html.

CONCLUSION 
Robo-advisors and the onset of a 
declining-fee environment, the push for 
increased productivity, and an evolving 
regulatory landscape are trends that are 
driving investment advisors to consider 
hiring outsourced CIOs. Indeed, advi-
sors have a new focus—differentiating 
their practices and capitalizing on the 
front office. This shift raises the demand 
for visibility and productivity in the back 
office, which may may be best secured 
through the use of an OCIO. 

Chad Tischer, CFP®, is a partner at DiMeo 
Schneider & Associates, L.L.C. He earned a BA 
in finance from St. Cloud State University and 
an MBA in finance from DePaul University. 
Contact at ctischer@dimeoschneider.com.

ENDNOTES
1. See https://en.wikipedia.org/wiki/

investment_outsourcing.
 2. 2016 Fidelity riA Benchmarking Study, see 

https://www.fidelity.com/about-fidelity/
institutional-investment-management/
study-finds-lack-of-focus-on-pricing.

3.  tD Ameritrade, “outsourcing: A Strategy 
for optimizing resources” (2016), https://
www.tdainstitutional.com/tdai-en_us/
resources/document/wp_tdai8756_out-
sourcing_a_strategy_for_optimiz-
ing_resources.pdf.

For other firms, the decision point may 
be tied to the firm size. For instance, a 
small advisory firm may hire an OCIO 
to free up the owners’ time, to replace an 
intern, or to acquire deeper due dili-
gence capabilities. For such firms, it 
could be the difference between hiring a 
CFA charterholder full-time (which can 
be expensive) versus retaining an out-
sourced provider that can provide 
services on an as-needed basis. Or,  
perhaps the firm is looking for manager 
pricing power by leveraging the scale of 
a large partner firm. 

For larger firms, an OCIO could substi-
tute for hiring a third, fourth, or fifth 
research professional; or it may substi-
tute for hard-to-find internal expertise. 
For example, conducting operational 
due diligence on alternative investments 
is critical, but securing someone with 
the skill set needed to perform that task 
may be difficult, and that skilled individ-
ual may not be required full-time.

Regardless, the OCIO industry is growing 
rapidly and the marketplace is full of  
solution sets that can meet the needs of 
advisory firms for these types of expertise.
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