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Preface

his is our ninth Global Wealth report. Like
the previous reports, it begins with a com-
prehensive review of wealth around the
world. This review covers 62 markets repre-
senting about 98 percent of global wealth.

The report also includes a benchmarking study of 124
wealth-management institutions. The participants held
a total of $5.9 trillion in assets under management at
year-end 2008. To round out our analysis of the bench-
marking results, we conducted about 40 in-depth inter-
views with wealth management experts from various re-
gions and drew on the experience of about 45 BCG
experts worldwide. Their views helped us understand
the crisis-induced changes in client behavior, the chal-
lenges facing offshore banking centers, and the strategies
and actions necessary for thriving in the postcrisis world.
We are grateful to the benchmarking participants and
interviewees for their invaluable insights.

We welcome your comments, and we hope you find the
report both interesting and useful.

About the Authors

Jorge Becerra is a senior partner and managing director
in the Santiago office of The Boston Consulting Group and
leads the firm’s Financial Institutions practice in Latin
America. Peter Damisch is a partner and managing direc-
tor in BCG’s Zurich office and leads the firm’s Corporate
Development practice in Switzerland. Bruce Holley is a
senior partner and managing director in BCG’s New York
office and the topic expert for wealth management and
private banking for the United States. Monish Kumar is
a partner and managing director in the firm’s New York
office and the global leader of the asset and wealth man-
agement segment of the Financial Institutions practice.
Matthias Naumann is a partner and managing director
in BCG’s Zurich office and a core member of the Financial
Institutions practice. Tjun Tang is a partner and manag-
ing director in the firm’s Hong Kong office and leads the
Financial Institutions practice in Greater China. Anna
ZakrzewsKi is a principal in BCG’s Zurich office and a
core member of the Financial Institutions practice. Con-
tact details are at the end of the report.
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Executive Summary

lobal wealth declined for the first time

since 2001. Measured in local currencies,

global wealth fell by 11.7 percent in 2008

to $92.4 trillion. We believe that wealth

will resume its growth trajectory in 2010,
but the recovery will be gradual—we expect assets under
management (AuM) to grow at an average annual rate of
3.8 percent from year-end 2008 through 2013.

Wealth became slightly less concentrated. AuM held
by nonwealthy households—those with less than
$100,000 in AuM—increased by 2 percent, while wealth
in all other client segments declined. The number of mil-
lionaire households fell from 11 million to about 9 mil-
lion in 2008. In both Europe and North America, the
number of millionaire households fell by 22 percent. Sin-
gapore had the highest density of millionaire households
at 8.5 percent.

An even more important change occurred in client
behavior. Clients abandoned complex, arcane products
in favor of simple, low-margin investment solutions fo-
cused on preserving wealth rather than growing it. The
crisis also made clients acutely aware of the shortage of
holistic advice. Even when their risk appetite returns, cli-
ents will continue to demand a far higher and more com-
prehensive level of service. This has major implications
for wealth managers—and for the role of the relationship
manager (RM) in particular.

Wealth managers were resilient. Wealth managers in
our benchmarking study had a median pretax profit of
30.0 percent of revenues, and only a few incurred losses.
Still, the pressures created by the crisis were visible in
many performance measures. Cost-to-income ratios in-
creased in most regions. The biggest jump was in Asia,

where the median cost-to-income ratio rose from 62.9
percent to about 80 percent. Given the downward pres-
sure on revenues—attributable to the decline and reallo-
cation of assets, both of which will continue throughout
2009—most wealth managers will need to focus intently
on lowering costs in order to improve this ratio.

The industry is being pulled in opposite directions.
Revenues and profitability are sliding at a time when cli-
ents want more intensive service. As a result, wealth man-
agers will have to do more with less. Reinventing the role
of the RM to suit an advisory (rather than a product-push)
model will provide a foundation for success, but wealth
managers will also need to make changes throughout the
business. RMs, for example, will require access to a large
network of specialists such as portfolio managers, techni-
cal analysts, and external experts.

Pressure is mounting on offshore wealth. The amount
of offshore wealth fell to $6.7 trillion in 2008, down from
$7.3 trillion in 2007. The decline was relatively modest,
considering the pressures facing offshore centers. The
most overt threat comes from the increasing involvement
and scrutiny of regulators, but offshore centers are also
contending with a growing preference for onshore invest-
ments. They will need to have more than a one-dimen-
sional offering to protect and grow their position in the
offshore market—being inconspicuous and discreet is a
tenuous value proposition in an era of increasing over-
sight. As in other markets, banks in offshore centers will
need to provide comprehensive advice.

Wealth managers can take advantage of the flow of
clients and assets. There is a window of opportunity to
act while assets remain liquid and relationships remain
fluid. Institutions that have gained ground because of the
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crisis need to cement their new relationships by showing
that they are more than just temporary safe havens.
Wealth managers that have lost clients and assets must
redouble their efforts to improve their offerings and to
demonstrate their commitment to building solid relation-
ships. In general, wealth managers can deal with the pres-
sures created during the crisis by taking four steps:

o Recruit, train, and reward RMs who are focused on provid-
ing tailored, client-oriented advice, not pushing products.
Wealth managers will win or lose based on their RMs’
ability to forge deep relationships and provide compre-
hensive advice. RMs, in turn, must be able to leverage
a network of experts and specialists.

& Revamp product and service strategies. For the time be-
ing, clients want offerings that are simple and conser-
vative, although some are already searching for solu-
tions that will enable them to benefit from an upturn.
Banks should concentrate on areas in which they have
a competitive advantage or can add value for the cli-
ent, and outsource or simply not offer undifferentiated
products and services.

© Focus intently on controlling costs. Wealth managers
must not confine their efforts to quick cuts but should
also look for opportunities to fundamentally improve
their cost position.

¢ Develop new strategies for managing offshore wealth.
Wealth managers can deal with the challenges to off-
shore banking by moving abroad to capture onshore
assets and by focusing on fully transparent and sus-
tainable offshore AuM. In general, they should empha-
size three attributes: their capabilities as wealth man-
agers, their proximity to large or high-growth wealth
markets, and their attractiveness as destinations in
their own right.

It is a rare point of inflection for wealth managers.
We fully expect assets to continue flowing largely within
(not out of) this sector, particularly once a recovery takes
hold. Because of this flow, well-prepared wealth manag-
ers will emerge from the crisis in a much stronger posi-
tion, primed for sustained growth—but only if they invest
now (ahead of the upturn) in a well-defined, clearly dif-
ferentiated value proposition based on a set of core prod-
ucts and services.
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Market Sizing

The Global Perspective

lobal wealth, measured in local currencies,

fell by 11.7 percent in 2008 to $92.4 tril-

lion.! But this decline—the first since

2001—only hints at the transformative im-

pact of the financial crisis and the ensuing
economic downturn.

The share of global wealth held in equities decreased
from 39 percent to 28 percent in 2008, driven mainly by
significant losses in most capital markets. At the same
time, investors—stung by these losses—changed how
and where they invest. Many shifted their AuM from eq-
uities to more conservative investments.?

The crisis has taken a heavy toll on wealthier households.
The number of millionaire households declined by
17.8 percent to about 9 million in 2008. Still, global wealth
remained highly concentrated. A mere 0.6 percent of
households were millionaire households, and they owned
35.6 percent of all private wealth.

We expect global wealth to resume its growth in 2010,
but the recovery will be gradual—we project AuM to
grow at an average annual rate of 3.8 percent from year-
end 2008 through 2013.

Global Overview

The effect of the crisis on wealth mirrored its broader im-
pact on the world’s economies. The damage was most
pronounced in larger, more developed markets such as
North America and Western Europe. Elsewhere, the ef-
fects ranged from slight to severe.

¢ Latin America’s political and economic structures
have evolved considerably, and most banks had lim-

ited exposure to the U.S. real-estate market. As a re-
sult, the region has avoided both a banking crisis and
a credit crunch. Brazil’s wealth market has been par-
ticularly resilient owing to a steady increase in on-
shore AuM.

¢ Eastern Europe has been severely affected by the

credit crunch. Many of the region’s banks are subsid-
iaries of foreign banking groups, some of which had
trouble refinancing and had to cut funding for their
noncore businesses. In addition, many loans were
made in currencies such as the euro or the Swiss franc
to take advantage of much lower interest rates in
those currencies. When Eastern European currencies
devalued at the end of 2008, credit default rates
soared. Nevertheless, the region’s financial system has
remained intact, defying some forecasts that it would
collapse.

¢ The crisis has had a moderate impact in the Middle

East. Real estate markets dropped by 30 to 40 percent
in 2008 before showing signs of a slight recovery in the
second quarter of 2009. The region’s economies are
not expected to contract, but they have experienced a
significant slowdown in GDP growth. Many wealthy
families have been affected by the turmoil in Western
markets.

1. Unless stated otherwise, growth rates are calculated in U.S. dol-
lars and include AuM owned by all households (not just wealthy
households). Numbers measured in local currencies use end-of-
year 2008 exchange rates for all years to exclude the effects of ex-
change rate fluctuations.

2. AuM includes cash deposits, money market funds, listed securi-
ties held directly or indirectly through managed investments, and
onshore and offshore assets. It excludes wealth attributed to inves-
tors’ own businesses, residences, or luxury goods. Global wealth re-
flects total AuM across all households.

DELIVERING ON THE CLIENT PROMISE



¢ Asia’s equity and real estate markets have declined,
but the region as a whole has been insulated from the
worst effects of the crisis owing to its high levels of
cash holdings and relatively strong economies. The im-
pact of the turmoil has varied by country. Although In-
donesia and China suffered sharp reductions in indus-
trial production, they are still performing relatively
well. The Chinese economy is expected to grow by al-
most 8 percent in 2009. In Malaysia, the national pen-
sion funds have fallen in value by 25 percent and GDP
is contracting. Thailand’s economy is also shrinking,
but the country’s challenges are more political than
economic.

Europe nudged out North America as the wealthiest re-
gion at the end of 2008. Its AuM totaled $32.7 trillion
measured in local currencies, while wealth in North
America (defined in this report as the United States and
Canada) totaled $29.3 trillion.® The levels of AuM were
closely correlated with the revenue pools for wealth man-
agers. (See the sidebar “Revenue Pools.”)

The United States remained by far the wealthiest country,
with $27.1 trillion in AuM. Japan had the second-highest
AuM at $13.5 trillion. Wealth in the remainder of the
Asia-Pacific region totaled $11.5 trillion. The smallest re-
gional markets were the Middle East and Africa, at
$3.0 trillion, and Latin America, at $2.5 trillion.

Wealth declined in most regions. The growth of global
wealth, measured in local currencies, fell from 6.2 percent
in 2007 to —11.7 percent in 2008, mainly because of the
steep losses in major stock markets. (See Exhibit 1.) Latin
America was the only region where wealth increased; its
AuM grew by 3 percent measured in local currencies.

The biggest wealth decline was in North America, where
AuM fell by 21.8 percent. Japan had the next-highest de-

3. The level of AuM in North America was affected by our decision
to exclude defined-benefit pensions from the definition of U.S.
household wealth in 2008. These adjustments were made retroac-
tively to our data from 2003 through 2007.

Exhibit 1. Wealth Declined in All Regions Except Latin America

AuM measured in local currencies, 2007-2008
($trillions)

37.4 29.3 34.7 327
D_l:L 12.2 115 14.7 13.5
I e
2007 2008 2007 2008 2007 2008 2007 2008
North America® Europe Asia-Pacific Japan
(excluding Japan)?
© BCG’s global-
104.7 92.4 wealth model
. covers 62 major
24 25 3.2 3.0 markets
2007 2008 2007 2008 > © These markets
Latin America® Middle East held $92.4 rillion
Andl A in 2008, or 98
2007 2008 percent of global
—O—» Change (%) Global wealth

Source: BCG Global Wealth Market-Sizing Database, 2009.

Note: Percentage changes and global totals of AuM are based on complete, not rounded, numbers. AuM levels for 2007 vary slightly from last year’s report
because of changes in the underlying macroeconomic data and the exclusion of defined-benefits pensions from U.S. household wealth. Global wealth is
measured by AuM across all households; growth rates are measured in local currencies. AuM in 2007 was calculated using 2008 U.S. dollar exchange rates,
so that growth rates exclude the effects of currency movements.

‘United States and Canada.

2Includes Australia and New Zealand.

3South America, Central America, and Mexico.

“The remaining 2 percent of global wealth was spread across 119 markets.
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Revenue Pools

In 2008, the global revenue pool for wealth managers de-
clined by only 2 percent to about $1.2 trillion. Good per-
formance in the first half of the year helped offset much
weaker performance in the second half.

Revenue pools are driven mainly by the total wealth in a
market, but they can also be affected by pricing and price
realization, as well as by changes in the asset and product
mix—such as the recent shift to more conservative, lower-
margin products. Accordingly, two markets that have simi-
lar levels of wealth could have significantly different reve-
nue pools.

Europe had the largest revenue pool at about $418 billion,
followed by North America at about $339 billion. (See the
exhibit below.) Both Japan and the rest of Asia-Pacific had
revenue pools of around $190 billion. The smallest reve-
nue pools were in Latin America, at about $38 billion, and
the Middle East and Africa, at about $35 billion.

Most revenues were derived from clients with less than
$1 million in AuM. They accounted for $939 billion of the
total revenue pool. Millionaire clients, by comparison, ac-
counted for $271 billion in revenues.

North America and Europe Had the Largest Revenue Pools

Wealth management revenues, 2008

($billions)
418
889 63
o 5 190 26 190
55 42
215 148 164
North America Europe ( Alsig;Pacjiﬁc ) Japan
= ROA =118 EXcgIRsiapall ROA = 146
(ROA =101) ( ) (ROA = 153) ( )
1,210
31 38 7 o5 35 10 271
Latin America Middle East
(ROA = 143) and Africa 939
(ROA = 109)
Global
(ROA = 120)

[] Clients with more than $1 million in AuM
Source: BCG Global Wealth Market-Sizing Database, 2009.

[] Clients with less than $1 million in AuM

Note: Revenue pools were based on average yearly AuM in 2008 and exclude revenues from lending businesses. ROA is an average (in basis points)
in 2008; it is calculated as revenues divided by yearly average assets and liabilities.

cline at 7.8 percent, followed by the Middle East and Africa
with a decline of 6.9 percent, Asia-Pacific (excluding Japan)
with a decline of 6.2 percent, and Europe at a 5.8 percent
decline. These changes were measured in local currencies
to exclude the effects of fluctuating exchange rates.

Measured in U.S. dollars, global wealth shrank by 14.8
percent, with all major currencies—apart from the Japa-

nese yen—Ilosing value relative to the dollar. (See Exhibit
2.) European wealth declined by 15.2 percent measured
in U.S. dollars. In Latin America—where wealth experi-
enced positive growth measured in local currencies—
AuM declined by 14.7 percent. In Japan, however, the
strong yen turned a decline of 7.8 percent (measured in
local currencies) into a gain of 9.4 percent (measured in
U.S. dollars).
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Exhibit 2. A Strong U.S. Dollar Magnified Losses in Many Regions

AuM measured in U.S. dollars, 2003—-2008

($trillions)

Totals 74.2 83.7 84.9 97.4 108.5

2003 2004 2005 2006 2007

Change (in Change (in local

CAGR! ! U.sS.dollars) currencies)
2003-2008 (%) | 2007-2008 (%) 2007-2008 (%)

92.4 45 I -148 117
9.4 i -14.7 3.0

4.2 H -11.6 -6.9

11.4 ' -14.3 -6.2

1.9 0 9.4 -7.8

5.0 E -15.2 -5.8

2.7 E -22.9 -21.8

2008

[ Latin America [__| Middle East and Africa [[Z] Asia-Pacific (excluding Japan)

[ 1 Japan [ Europe

Source: BCG Global Wealth Market-Sizing Database, 2009.

[ North America

Note: Percentages are based on complete, not rounded, numbers. AuM levels for 2003 through 2008 vary slightly from last year’s report because of
changes in the underlying macroeconomic data and the exclusion of defined-benefits pensions from U.S. household wealth.

1Compound annual growth rate.

Losses were driven primarily by falling stock mar-
kets. Stock market losses accounted for about —-13.5 per-
centage points of the —14.8 percent change in global
AuM (measured in U.S. dollars). The rest of the change
resulted from the net effect of savings, which contributed
2.2 percentage points to the growth of wealth, and the
currency effect, which accounted for -3.6 percentage
points.

The impact of these three factors varied widely. In North
America, for example, stock market losses accounted for
—-22.0 percentage points of the total change in AuM of
—22.9 percent (measured in U.S. dollars). In Latin Ameri-
ca, the currency effect turned a gain of 3 percent (meas-
ured in local currencies) into a total decline of —14.7 per-
cent (measured in U.S. dollars).

Life insurance and pension products were particularly
vulnerable to the crisis. (See Exhibit 3.) Global AuM, ex-
cluding these products, declined by 12.1 percent, while
assets held in life insurance and pensions shrank by
21.1 percent. These products accounted for slightly more
than a quarter of total AuM. European households held
34.5 percent of their wealth in these investments, fol-

lowed by Japanese households with 27.3 percent. In oth-
er regions, life insurance and pension products account-
ed for between 21 and 25 percent of household
wealth—except in the Middle East and Africa, where
they represented only 9.2 percent of total AuM.

Assets shifted away from equities. The share of global
wealth invested in equities decreased from 39 percent to
28 percent in 2008, representing an absolute decline of
$16.6 trillion. This was driven mainly by stock market
losses, but client behavior also played a role as investors
gravitated toward more conservative investments such as
bonds or cash.

In North America, the share of wealth held in equities fell
from 50 percent in 2007 to 38 percent in 2008—and yet
the region still had the highest proportion of wealth held
in equities. (See Exhibit 4.) Asia-Pacific (excluding Japan)
had an equally steep decline in the share of AuM held in
equities, at 12 percentage points.

Conservative investments were also affected by the cri-
sis. Even though the share of wealth invested in conserva-
tive assets, such as bonds and cash, grew in all regions,

10
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Exhibit 3. The Crisis Took a Heavy Toll on Life Insurance and Pension Assets

AuM, 2003-2008

($trillions) Change,
2007-2008 (%)
Total  74.2 83.7 84.9 97.4 108.5 92.4 -14.8
150
100
32.3 -21.1
28.6
24.1 24.6 233
21.4
>0 76.2
68.8 : 66.9 =
52.9 59.6 60.3 12.1
0
2003 2004 2005 2006 2007 2008

[ Life insurance and pension assets [__| Rest of AuM

Source: BCG Global Wealth Market-Sizing Database, 2009.
Note: Percentages are based on complete, not rounded, numbers.

Exhibit 4. The Asset Mix Shifted Away from Equities

16 11
2
50 38 39 E 25 -
20 21 %
B fa =
2007 2008 2007 2008 2007 2008
North America Europe Japan
20
37 2 29 - - 28
16
1
2007 2008 2007 2008 2007 2008 2007 2008
Asia-Pacific Middle East Latin America Global
(excluding Japan) and Africa

[ Equities %) [_] Bonds (%) [ Cash and deposits (%)

Source: BCG Global Wealth Market-Sizing Database, 2009.
Note: Percentages are based on complete, not rounded, numbers.
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in some regions the amount of AuM held in these assets
declined in absolute terms. In North America, wealth in-
vested in bonds and cash fell by 6.4 percent and 4.9 per-
cent, respectively. In Latin America, investments in
bonds and cash were down by 7.5 percent and 4.8 per-
cent, respectively. In Europe, cash investments fell by
3.5 percent. In the Middle East and Africa, they were
down by 2.8 percent.

The crisis not only limited the flow of new wealth into
these asset classes, it also triggered outflows. Some inves-
tors needed to use their assets to pay down debt. Others
transformed their financial assets into more tangible in-
vestments, such as real estate or gold.

In contrast to other regions, Asia-Pacific (including Ja-
pan) saw positive growth in cash and bonds, at 10.6 per-
cent and 9.2 percent, respectively. This underscored the
shift to more conservative investment strategies in the
region, particularly in Japan, where cash investments
grew by 18.2 percent.

Wealth remained highly concentrated. Our study di-
vided households into two categories: nonwealthy house-

holds, which own less than $100,000 in AuM, and wealthy
households. We stratified wealthy households into three
groups: the affluent, with $100,000 to $1 million in AuM;
the emerging wealthy, with $1 million to $5 million in
AuM; and the established wealthy, with more than $5 mil-
lion in AuM.

Wealth was highly concentrated among a small group of
households. In 2008, 15 percent of all households were
wealthy (with more than $100,000 in AuM), but they
owned 85 percent of global wealth. (See Exhibit 5.) At
the same time, however, the gap between nonwealthy
and wealthy households narrowed, albeit slightly. Non-
wealthy households increased their AuM by 2 percent
while many wealthy households saw their AuM fall
sharply. The established wealthy were the most affected,
given their high exposure to equity investments. Their
wealth decreased by about 22 percent from $22.6 trillion
to $17.7 trillion.*

4. As noted earlier, our definition of AuM excludes nonbankable
assets, which—for the wealthiest households—can be substantial
and typically include large residences, luxury goods, and other il-
liquid or less liquid assets, such as art.

Exhibit 5. Wealth Became Slightly Less Concentrated

AuM by segment, 2003-2008 ($trillions)

AuM
60

40

20 4/0—/‘\, 215
—~ /\

Change,
2007-2008 (%)

-15.5

-17.2

2.0

2003 2004 2005

2006 2007 2008

The share of total wealth held by nonwealthy households increased
from 12.6 percent to 15.1 percent in 2008

—e— Nonwealthy (less than $100,000 in AuM) —e— Emerging wealthy ($1 million to $5 million in AuM)
Affluent ($100,000 to $1 million in AuM) —e— Established wealthy (more than $5 million in AuM)

Source: BCG Global Wealth Market-Sizing Database, 2009.

Note: Percentage changes are based on complete, not rounded, numbers.
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The narrowing of the wealth gap owes much to a crisis-
induced reclassification of households. The number of
nonwealthy households increased by 4 percent last year,
and the number of wealthy households decreased by
12 percent. Wealth was less concentrated in some large,
industrialized nations. Nonwealthy households account-
ed for 85 percent of all households globally but only
47 percent of households in the G7 countries.’ Globally,
0.6 percent of all households owned about 36 percent of
all AuM, but in the G7 countries, 2.2 percent of all house-
holds owned 36 percent of AuM.

Millionaire Households

But some small countries continued to have the highest
concentrations of millionaire households. In Singapore,
8.5 percent of all households had at least $1 million in
AuM. Switzerland had the highest concentration of mil-
lionaire households in Europe and the second-highest
overall at 6.6 percent. Three of the six densest millionaire
populations were in the Middle East—in Kuwait, the
United Arab Emirates, and Qatar. Despite its larger popu-
lation and direct exposure to the crisis, the United States
nonetheless had the fifth-highest density of millionaire
households at 3.5 percent.

Outlook

The number of millionaire households fell from 11 mil-
lion to about 9 million in 2008. Europe and North Amer-
ica saw the biggest declines. In both regions, the number
of millionaire households fell by 22 percent. Among the
62 markets in our study, the United Kingdom had the
steepest decline in millionaire households at 47 percent.

At the end of 2008, the United States still had the largest
number of millionaire households, followed by Japan, Chi-
na, Germany, and the United Kingdom. (See Exhibit 6.)

Wealth will begin a slow recovery in 2010 but may not
reach its precrisis level until 2013. (See Exhibit 7.) From
year-end 2008 through 2013, we expect AuM to grow at a
compound annual growth rate (CAGR) of 3.8 percent and
to reach $111.5 trillion. Several factors will impede a fast
turnaround. Although many stock markets have shown
signs of a recovery, broader economic indicators suggest

5. The G7 countries are Canada, France, Germany, Italy, Japan, the
United Kingdom, and the United States.

Exhibit 6. Despite the Crisis, the United States Still Had the Most Millionaires

Number of millionaire households

1. United States (1) 3,980,560
2. Japan (2) 1,085,584
3. China (4) 417,155
4. Germany (5) 373,565
5. United Kingdom (3) 370,760
6. ltaly (6) 297,103
7. France (7) 282,831
8. Switzerland (8) 222,027
9. Taiwan (9) 203,433
10. Spain (12) 139,234

Source: BCG Global Wealth Market-Sizing Database, 2009.
Note: Numbers in parentheses indicate rank in 2007.

Millionaire households
as a proportion of all households (%)

1. Singapore (1) 8.5
2. Switzerland (2) 6.6
3. Kuwait (3) 5.1

4. United Arab Emirates (4) 4.5

5. United States (6) 3.5
6. Qatar (5) 3.4
7. lsrael (7) 3.1
8. Belgium (8) 2.8
9. Taiwan (9) 2.7
10. Japan (15) 2.2
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Exhibit 7. Global Wealth Will Not Reach Its Precrisis Level Before 2013

Global wealth, 2007-2013
($trillions)

Total 108.5 924

CAGR
2008-2013 (%)

111.5 3.8

2007 2008

[ ] Latin America [__] Middle East and Africa
[T Japan [ Europe

Sources: BCG Global Wealth Market-Sizing Database, 2009; BCG analysis.

that a downward correction of major stock markets is still
possible. In addition, wealth has been flowing out of
bankable assets into tangible investments such as real es-
tate or gold, which are not included in our definition of
AuM. Additionally, entrepreneurs in many markets have
been forced to underwrite their ventures using their own
wealth.® And with unemployment rising in many mar-
kets, a growing number of households—particularly in
the lower wealth bands—will be forced to tap into their
savings. Finally, the uncertain outlook for many econo-
mies is deterring new investments, thereby limiting the
creation of wealth.

Asia-Pacific (excluding Japan) is expected to be the fast-
est-growing wealth market. From year-end 2008 through
2013, we expect AuM in the region to grow at an average
annual rate of 9.5 percent, boosting its share of global
wealth from 12 percent to 16 percent over the same pe-
riod. Some countries in the region, such as China and In-
dia, have not been affected by a banking crisis. Their
economies continue to grow, fueled by domestic de-

6. These kinds of investments do not count toward AuM because
they cannot be classified as bankable assets.

4.6

1.3

2013E

[ Asia-Pacific (excluding Japan)
=71 North America

mand and, in some cases, government intervention. Chi-
na has launched a fiscal stimulus program and eased
monetary policy to strengthen its economy and boost
consumption.
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Changing Behavior

The Client’s Perspective

he crisis has taken an emotional as well as a

financial toll on investors, who have been

left reeling from plunging stock markets, de-

faults on bonds and structured products,

and scandals such as the Madoff scheme. As
financial giants stumbled and words like “depression”
and “meltdown” became part of the everyday vocabu-
lary, worried investors began relying on their financial
advisors more than ever, particularly during the second
half of 2008.

At a time when they most needed to be in front of their
clients with clear advice, however, financial advisors
sometimes failed to deliver. Relationship managers did
not keep their clients up to date on breaking events and
the shifting financial landscape. Moreover, products were
not always understood by the client—or even sometimes
by the advisor—which meant that asset allocations were
not transparent and risk was not aligned with the inves-
tor’s profile. The result, in many cases, has been a loss of
trust in both financial advisors and wealth management
institutions.

A “New Normal” for Client Behavior

Unsettled by both the turmoil and the failure of their ad-
visors to guide them through it, many clients have
changed their investing behavior in ways that completely
redefine their wealth-management needs. (See Exhibit 8.)
These changes are directly linked to the turmoil, so they
may not outlast the crisis. In many markets, however, the
crisis has been so severe that some changes could be-
come part of the “new normal” for wealth managers. The
success of a wealth manager will therefore depend on
the ability to adapt to the new behaviors exhibited by in-
vestors.

Investors are focused on preserving wealth. With their
portfolios in free fall last year, investors became motivat-
ed more by fear than by any other factor. Assets poured
out of high-risk investment vehicles, hedge funds, and
real estate funds, and the market for structured products
evaporated. Investors parked what was left of their hold-
ings in liquid assets, money market funds, and gold.

In some markets, such as the United Kingdom and the
United States, the proportion of wealth held in equities
peaked at about 60 percent before the crisis. By the end
of 2008, the equity holdings in those two countries had
fallen to 49 percent and 38 percent of AuM, respective-
ly. It will take years for them to return to their precrisis
levels.

But before they do, fear will have given way to opportun-
ism. Investors will start looking for ways to take advan-
tage of what they hope will be a transition to an upturn.
In past crises, U.S. investors have generally proved to be
impatient with bond yields and money market rates. As
soon as they sense that equities have regained their foot-
ing, investors with a high risk appetite will go in search of
higher returns.

For investors who are close to retirement—most notably
the baby boomers—returning to the stock market might
be too much of a gamble, however. Having lost a sizable
proportion of their savings, many will need to rely on
steady, if unspectacular, yields to finance their daily ex-
penditures.

Even bold investors are paralyzed by uncertainty. Not
every investor is risk averse, of course. The first half of
2009 saw a surge of activity in the equity markets as in-
vestors converged on what they hoped would be a sus-
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Exhibit 8. Clients Have Grown Far More Guarded and Skeptical

Before the crisis During the crisis

Risk High risk tolerance
preferences o Emphasis on overall return

Very low risk tolerance

© Emphasis on preservation
of wealth

> Plunging equities

¢ Defaults on bonds
and structured
products

Investment  Affinity for trading and investing & Scandals and fraud Paralysis due to uncertainty
approach © Fear of missing opportunities (Madoff, Stanford) © Desire for safe havens
© Shattered trust
in fallen giants
Product Preference for complexity 4 Eﬁist;:;rm?:nncjc;tr\iﬁosn Preference for simplicity
attributes © Expectation of higher returns Y © Transparent risk and pricing
Bank Client reliance on advisors and banks

relationship ¢ Sole focus on performance

Source: BCG case experience.

tained rally. At the same time, the value of emerging-mar-
ket currencies increased, which suggests that investors
were anticipating opportunities in these countries.

Still, many clients who are willing to tolerate risk are un-
clear about where to invest. An uneasy sense of caution
prevails as questions linger about the state of the real
economy and the timing of a recovery. In Germany, for
example, investors remain concerned about the econom-
ic outlook—exports have declined sharply—and they
continue to hoard liquidity. In Asia, trading activity is ex-
pected to remain low until there are clear signs that the
market has stabilized. (Signs have already begun to
emerge in some markets, such as China). In North Amer-
ica, many investors remain on the sidelines.

Some of this behavior is the result of fear, but it is also
driven by a lack of conviction and clarity about the right
investment strategy. This state of paralysis is likely to per-
sist until there are definitive signs that the downturn is
starting to give way to an upturn. A stock market rally can
be ephemeral—investors need to see clear proof of fun-
damental economic improvement. And financial markets
need to stop fluctuating long enough for people to feel
confident about setting a new investment strategy.

Simplicity rules. Sophisticated products have suffered
some of the biggest losses during the crisis. Structured

Increasing client involvement
o Search for trusted partner

products were undone by counterparty failure and the
resulting loss of confidence in these vehicles. Products
that had seemingly low risk, like absolute return funds or
certificates written by reputable counterparties such as
Lehman Brothers, were bought by investors who did not
fully understand them. In some cases, financial advisors
failed to adequately explain the terms and conditions of
these and other products, in part because of their own
lack of knowledge but also because their banks had re-
warded them for pushing higher-margin products.

Clients want to revert to simple solutions for two reasons.
First, they want to understand their investments. Dazzling
complexity is no longer seen as a desirable attribute (if it
ever really was). Advisors must be able to explain invest-
ment products in detail and give a clear picture of embed-
ded risks. Second, clients feel—understandably—that the re-
turns on sophisticated products did not justify their price.

Clients are changing their banking relationships.
Wealth managers will be dealing with the repercussions
of shattered trust and compromised relationships for
some time. Clients will continue asking difficult questions
and demanding thorough explanations. Those who have
lost a large share of their wealth are likely to resent high
fees for mediocre service and lackluster performance.
Some clients are even seeking compensation for losses
incurred as a result of the crisis.
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The effects of strained relationships vary. In some mar-
kets, clients are diversifying their relationships to avoid
becoming dependent on one advisor or institution. In oth-
er markets, clients are shedding banks in order to concen-
trate on the one organization they trust the most. In both
cases, clients are locking on to trusted brands—although
in the wake of the crisis, even the most venerable names
have been tarnished.

Institutions that have a history of providing advice that is
conservative—even sober—stand to strengthen their ex-
isting relationships and make significant inroads into new
markets. In the Middle East, where clients have tradition-
ally had deep and lasting relationships with their wealth
managers, major brands have suffered considerably. In-
vestors may be more willing to start a new relationship in
order to diversify their holdings. Some may even consider
replacing their primary wealth manager.

The Impact of the Crisis on Different
Client Segments

The changes in client behavior are linked more to risk
profiles than to net worth. Still, it is interesting to see
where these changes do and do not vary among different
client segments or wealth bands.

The ultra-high-net-worth (UHNW) segment was generally
more active in complex investments such as structured
products, private equity, and hedge funds.” Many of these
investors have lost extraordinary amounts of wealth and
might therefore be inclined to make dramatic changes to
their investing behavior and asset allocation. But most
private-banking experts we interviewed said that the ma-
jority of UHNW clients, despite having lost large amounts
of wealth, have not been forced to alter their lifestyles. As
a result, they have felt less pressure to change their in-
vestment strategies. In fact, in some places—such as Asia
and Russia—many UHNW clients are eager to win back
what they lost and have not sought shelter in more con-
servative investments.

Within the UHNW segment, wealth is often derived from
family inheritances and is managed more conservatively.
These owners of “old money” have been more disconcert-
ed by the crisis and are likely to make a long-lasting shift
to safer investment strategies. Such old-money tenden-
cies are less common in Asia, however, where IPOs have
minted many UHNW clients.

The affluent and high-net-worth (HNW) segments have
made the most significant changes to their investment
behavior.® There is an undercurrent of skepticism among
many of these investors. They feel let down by their
wealth managers and are being extremely cautious. Ef-
forts to push products rather than provide advice will trig-
ger a backlash from these clients.

Many HNW clients have had to alter their lifestyles be-
cause of the crisis and are facing the prospect of a mark-
edly lower standard of living after they retire. Such chang-
es in behavior are likely to persist—but because HNW
clients will be reluctant to stray too far from their precrisis
way of life, they will eventually search for higher returns.
This desire to restore equilibrium could do as much to in-
crease their risk appetite as an economic upturn would.

Some of these changes in client behavior will last only as
long as the downturn. But regardless of how long it is be-
fore a recovery takes hold, it is clear that the relationship
between advisors and clients has been affected in a pro-
found and lasting way. Trust has been compromised and
can be reestablished only by changing the way RMs ser-
vice and advise their clients.

The Changing Role of the Relationship
Manager

The relationship between wealth managers and their cli-
ents is not what it used to be. Public opinion of the finan-
cial sector, as a whole, has become sharply critical—peo-
ple are outraged by the inability of the industry, with its
legions of highly paid employees, to presage either the
looming crisis or various financial scandals. Clients be-
came far less trusting and increasingly likely to jump to
another wealth manager. But the relationship between
RMs and their clients actually began to change well be-
fore the onset of the current crisis.

The Precrisis Rise of the Product-Push Model. At
many wealth-management institutions, particularly the
larger ones, the continuity of client relationships has—
over time—been disrupted by organizational changes
and the shuffling of client portfolios among RMs. In

7. In most institutions, the lower threshold for the UHNW segment
is $25 million in AuM.

8. The threshold between the affluent and HNW segments is typi-
cally $1 million.
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some cases, the goal was to bind the client more to the
institution than to an individual advisor. In other cases,
however, the institution itself simply could not maintain
a consistent service model.

In parallel, investors became more interested in diversi-
fying their wealth across institutions. And as informa-
tion about financial products became more accessible,
some investors became self-directed. They tended to be
less interested in holistic planning and more interested
in specific types of support or investment recommenda-
tions.

The role of the RM also changed. Since the beginning of
the decade, the RM has become less of a confidant and
more of a salesperson. This shift was most apparent in
the brokerage model, where RMs began providing target-
ed product recommendations rather than trying to un-
derstand a client’s overall needs and priorities. This mod-
el became prevalent in North America and Asia and was
taking hold in Europe before the crisis. The move to a
product-push model was particularly pronounced in in-
stitutions with centralized asset-management depart-
ments that not only designed the products but decided
which ones an RM should sell.

The product-push model diverged from a focus on client
relationships in three fundamental ways. First, invest-
ment strategies were not necessarily tailored to the cli-
ent’s holistic needs. Second, RMs did not always fully un-
derstand the products they were selling, particularly as
investments grew more complex. Third, relationships be-
came far more superficial and far less personal. In times
of growth, in particular, social events and a sense of ex-
clusivity took on more importance than a deep under-
standing of a client’s situation.

Continuity, Competence, and Commitment. Clients are
again looking for trusted advisors—knowledgeable RMs
who understand client priorities, are committed to the
success of an investment strategy, and are able to explain
their recommendations in clear, unambiguous terms. And
in another break from the recent past, most clients are
now eager for continuity and insist on seeing evidence of
their wealth manager’s competence and commitment.
RMs must prove that they are focused on the client’s inter-
ests rather than the institution’s. (See Exhibit 9.)

To this end, RMs will have to provide more comprehen-
sive advice. A client might ask an RM how to structure his
or her finances or might consult with the RM on general

Exhibit 9. RMs Must Get Back to Being Trusted Advisors

Past Present Future
Old-style Relationship-based Trusted
private banker product pusher advisor

Characteristics
of a successful
RM

Service and asset
management
model

Source: BCG case experience.
Portfolio manager.
2Investment specialist.

30ther specialist.

¢ Profound financial
know-how

¢ Undiluted focus
on client’s needs

¢ Close confidant

¢ Individual selection
of investments based
on in-house and
third-party research

© Portfolio management
often done by RMs for

“their” clients
R Research
Client RM

© People skills

© Sales skills

© Ability to identify
investment (and sales)
opportunities

© Advice based on a list
of (in-house) products

© Portfolio management
guided by the bank’s
priorities

' — aEE
Asset

Client RM Management
department

o People skills
© Communication skills
¢ Basic financial know-how

© Ability to provide holistic
solutions

© Teaming together with
in-house portfolio
manager and investment
specialists

© Portfolio management
determined by bankwide
guidelines

£ 1=

Client RM PM' '
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0s®
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financial matters. Other clients might be looking for a
more substantial basis for generating wealth—something
less one-dimensional than a simple focus on seizing mar-
ket gains. (See the sidebar “Ethical Wealth: An Interview
with Prof. Dr. Thomas Druyen.”) And with clients having
grown more sophisticated about investments and more
wary of uninformed advice, RMs will have to be capable
and knowledgeable—a lack of know-how will not pass
unnoticed, nor will it be tolerated. Communication skills
will be critical for rebuilding trust, not only at a specific
wealth-management institution but also in the industry as
a whole. Being close to the customer will be essential.

To provide clients with advice on the full range of wealth
management issues, RMs will require access to a large
network of specialists such as portfolio managers, techni-
cal analysts, and external experts. Increasingly, clients
want to meet with such experts to learn more about their
portfolios as well as any potential opportunities. It is crit-
ical that a wealth manager’s asset-management experts
work closely with the front-office staff, regardless of
whether the institution pairs experts from a central asset-
management department with frontline staff or develops
decentralized asset-management capabilities.

RMs will need to adhere to a tightly defined investment
framework that includes an approved list of investments

Ethical Wealth

An Interview with Prof. Dr. Thomas Druyen

in equities, bonds, and currencies. Gone are the days
when advisors independently decided on the allocation
and composition of “their” clients’ portfolios. Responsi-
bility for managing portfolios will shift from the RM to
the institution because the latter is ultimately liable for
the products and investments being recommended.

Compensation will play an important role in building the
credibility of the advisor. Short-term incentives will give
way to long-term performance goals, which will ensure
that RMs focus on the client’s overall wealth-manage-
ment objectives. Over time, a relationship built on trust
will lead to stronger and more sustainable revenue
growth compared with that of a product-push model.

Finally, wealth managers must have the right RMs (and
specialists) to support a model geared to providing holis-
tic advice. Advisors will require both excellent people
skills and deep technical knowledge. It is not good enough
for RMs to understand the products—they need to be
able to explain them to their clients. This combination of
skills is not always easy to find. Wealth managers should
take advantage of this period of low growth to recruit
new talent—people who fit the mold of a traditional ad-
visor. They should also develop and enforce principles for
managing RM performance in a way that emphasizes the
primacy of advice and the quality of relationships.

Prof. Dr. Thomas Druyen is chair of the Department of the
Science of Ethical Wealth at Sigmund Freud University in
Vienna, and director of the Forum for Wealth Research at
Miinster University. Dr. Druyen recently spoke with The Bos-

ton Consulting Group about the psychology and import of
wealth.

What is the “science of ethical wealth”?

We study the world’s wealthiest individuals, comparing
their biographical, cultural, and religious backgrounds as
well as their philanthropic activity. The group is sprawling
and elite at the same time—the tier of millionaire house-
holds is 9 million strong, and they have $33 trillion in
wealth. Our aim is to understand how wealthy individuals
perceive their unique responsibility. What does it mean to
be part of a small slice of the world’s population that con-
trols an outsize portion of its wealth?

Apart from diminishing their wealth, how has the eco-

nomic crisis affected the wealthy?

It has made them far more vigilant. Compared with other
investors, the wealthy were more likely to be entwined in
sophisticated investments. They ended up losing large
sums of money in ways that, even in retrospect, are difficult
to grasp. For now, performance actually matters less to
them than transparency and traceability. They are looking
for reassurance on a grand scale. Banks must have sustain-
able business policies, regulators must have a clear field of
vision, and rating agencies must be completely objective.

Is this sense of caution the most profound change in
their behavior?

It is the most overt and immediate change, but our inter-
views have uncovered something much deeper—people
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Ethical Wealth (continued)

have experienced a revelation about how wealth is creat-
ed. Over the past ten years, there has been a fundamental
shift from a real economy to a speculative one. Before this
shift, wealth was driven by entrepreneurial principles.
People built businesses, pursued growth, and invested in
innovation, guided by a blueprint for creating value—usu-
ally over the long term. At some stage, this mentality gave
way to a one-dimensional drive to maximize profit. Wealth
grew at phenomenal rates in some places, but much of it
was based on a thin—and far less stable—foundation.

Why is the focus on speculative wealth creation an
ethical issue?

I think some people have recognized the consequences of
accumulating vast amounts of wealth on top of such a
shallow base. In some cases, wealth was created for the
sake of wealth, rather than as a payoff from a sustainable,
meaningful venture. In a sense, wealth was valuable, but
it lacked a certain kind of intrinsic value. This raises ethi-
calissues as much as it raises concerns about the stability
of wealth. Given the systemic risks arising from the “phan-
tom” creation of wealth, this is a global issue—it affects
everyone, not just those who engage in speculative invest-
ments.

Will the global financial crisis spell the end of the
speculative economy?

It has been put on hold, although it will probably re-
emerge, barring a concerted, global effort to curtail specu-
lative practices. This requires a major shift in the balance
of power. Can the interests of the financial system—and
of society—take precedence over the interests of the indi-
vidual? A vital sense of self-interest—which is just a polite
term for greed—is often cited as the oil that keeps mar-
kets running smoothly. Can we preserve self-interest while
ensuring that profits are achieved within a far more sta-
ble, fundamentally sound system of finance? It seems like
an impossible balance, but this crisis is the perfect exam-
ple of why we need to strive for a new order in the world
of finance.

Is it realistic to think that we can achieve a new finan-
cial order?

We may soon realize that this epic crisis can open more
doors than it has closed. This is a moment of change. But
we need role models, and not just among the world’s lead-
ing politicians or its financial giants. The world’s wealthi-

est individuals can influence markets, companies, and
politicians. They can argue for a system that does not nec-
essarily limit growth or profits but has mechanisms in
place to ensure that wealth is created within the bounds
of acceptable—and transparent—risk.

Are wealthy individuals receptive to this kind of
change?

Many are. They are not oblivious to their special position
in society to change the way things are done. We have
coined a name for our new branch of research: “Vermo-
genskultur.” It does not have an equivalent in English, but
it conflates the quantitative meaning of wealth with the
qualitative dimension of will, experience, and compe-
tence. In Aristotle’s view of the world, only a person who
used his or her wealth could really own it. This perspec-
tive is coming back in vogue. People are increasingly con-
scious of the responsibility that comes from being part of
an elite group.

What does this sense of responsibility mean for
wealth managers?

Wealthy individuals possess the independence and abili-
ty to have an impact on global problems. Banks play an
important role in this game, and they must carry their
share of the responsibility by making the appropriate in-
vestment solutions accessible to wealthy clients. Through
such investments, clients can play a part in addressing so-
cietal problems, such as poverty or malnutrition, and be
entrepreneurial at the same time. Investing is a language
they understand.

How should wealth managers react to this renewed
sense of the intrinsic value of wealth?

First and foremost, wealth managers need to under-
stand the client in a truly holistic way. The sale of prod-
ucts and services must be based on this understanding.
The relationship between the client and his advisor must
be that of a close friendship, in which the friend is being
paid for his or her true advice. Many banks make this
promise to the client, yet not all fulfill it. And if clients
are conscious of a sense of responsibility that comes
with wealth, private banks must ensure that their rela-
tionship managers, in turn, understand this responsibil-
ity. Relationship managers should have some under-
standing of psychology, cultural sociology, and the
historical import of wealth.
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Performance Benchmarking

The Wealth Manager’s Perspective

he wealth management industry has weath-

ered the storm better than most other finan-

cial-services sectors, but it was hardly un-

scathed. According to our benchmarking

data on 124 institutions representing
$5.9 trillion in AuM at year-end 2008, the industry’s prof-
itability (measured by pretax profit margins) declined in
almost all regions and across all business models. Latin
America was the least affected region, while the median
profitability of European offshore institutions and Asian
wealth managers fell significantly—by about 10 percent-
age points and 20 percentage points, respectively.

Despite the crisis, the strongest wealth managers main-
tained high revenue margins. Top-quartile European off-
shore banks in the benchmarking sample achieved an
average revenue margin—measured by return on assets
(ROA), which divides revenues by client assets and liabil-
ities (CAL)—of 115.6 basis points, while the global me-
dian for all 124 institutions was 89.1 basis points.?

In addition to affecting profitability and revenue margins,
the crisis had a substantial impact on net new assets
(NNA) at individual banks. As the turmoil deepened, the
flow of AuM among institutions intensified.

Profitability by Region

Wealth management remained highly profitable in 2008.
Participants in our benchmarking study had a median
pretax profit margin of 30.0 percent and only a few in-
curred losses.!° Still, it was clear that the crisis had left an
imprint on industry profitability—in 2007, these wealth
managers had achieved a median pretax profit margin of
36.4 percent. (For more on our methodology, see the side-
bar “BCG’s Wealth-Manager Benchmarking.”)

For wealth managers as a whole, the impact of the crisis
varied widely by region. (See Exhibit 10.)

¢ European institutions experienced a drop in profit-
ability. The median profitability of onshore banks fell
slightly from 39.9 percent in 2007 to 38.8 percent in
2008. The decline was steeper among offshore banks,
whose median profitability fell from 43.8 percent to
33.1 percent.!

¢ In North America, private banks outperformed
brokers. The median profitability of private banks (in-
cluding private-banking units of universal banks) in-
creased from 34.7 percent to 38.2 percent, while the
median profitability of brokers fell from 14.9 percent
to 11.6 percent. Among first-quartile brokers, the de-
cline in profitability was stark—the average plummet-
ed from 28.8 percent to 19.1 percent.

¢ Performance was comparatively stable in Latin
America. Banks in Latin America avoided a direct hit
from the crisis and their profitability held steady at
about 40 percent. These banks had a relatively low
ratio of costs to assets.

¢ After years of strong growth, profitability in Asia
fell. A handful of participants in this region experi-
enced significant declines in revenues, causing median
profitability to plunge from 37.1 percent to 18.7 per-

9. CAL is a measure of fee-earning assets within an institution. It is
calculated as the sum of clients’ deposits, brokerage assets, managed
funds, and outstanding loans; it excludes pure custody holdings.

10. Pretax profit margin is defined as revenues minus costs (before
depreciation and taxes), divided by revenues.

11. For our analysis, offshore institutions derive more than 50 per-
cent of their AuM from offshore investors.
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BCG’s Wealth-Manager Benchmarking

Our benchmarking survey included 124 participants that
oversaw a combined $5.9 trillion in AuM and $0.6 trillion
in client liabilities. The survey included 54 European and
30 North American institutions, as well as 22 in Latin
America and 13 in Asia. Five participants were classified
as global.

For the most part, analyses were based on client assets
and liabilities (CAL), calculated as the sum of clients’ de-
posits, brokerage assets, managed funds, and outstanding
loans; it excludes pure custody holdings.

The participants were divided into six benchmarking
groups: European onshore institutions, European off-
shore institutions (European institutions combined had
$2.3 trillion in CAL), North American banks, North Ameri-

can brokers (North American institutions combined had
$3.5 trillion in CAL), Asian institutions ($0.2 trillion in
CAL), and Latin American institutions ($0.3 trillion in
CAL). Offshore institutions derived more than 50 percent
of their AuM from offshore investors.

Analyses of European onshore and offshore institutions
were based, for the most part, on euros and Swiss francs,

respectively. All other groups were benchmarked in U.S.
dollars, taking into account exchange rate movements be-

tween 2007 and 2008, unless stated otherwise.

Figures referring to 2006 were based on a different bench-
marking sample. The samples are comparable, however,
because many participants were involved in both the 2006
and 2008 studies.

Exhibit 10. The Profitability of Private Banking in North America Increased in 2008

European onshore institutions®
Profitability, 2006-2008 (%)
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European offshore institutions®
Profitability, 2006-2008 (%)
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Source: BCG Wealth-Manager Performance Databases, 2007 and 2009.
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Median global profitability was 36.4 percent

in 2007 and 30.0 percent in 2008

Note: Median figures exclude outliers (more than 75 percent profitability). Profitability is defined as revenues minus costs before depreciation and taxes,
divided by revenues. Quartile averages are weighted by client assets and liabilities. The benchmarking samples in 2007 and 2009 included many of the
same participants but were not identical.

!Onshore institutions derived more than 50 percent of their AuM from onshore investors, and offshore institutions derived more than 50 percent of their
AuM from offshore investors.

2Not available.
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cent. This ended the region’s strong run of increasing
profitability.

To some extent, the wealth management industry defied
the downturn. Although profitability was lower in 2008,
it was still quite high. The losses incurred during the sec-
ond half of 2008—when the crisis began to intensify, as-
sets declined, and clients shifted more of their wealth to
conservative investments—were cushioned by a relative-
ly good first half.

Since mid-2008, however, it has been mostly downhill for
markets, assets, and client sentiment. Many wealth man-
agers have undertaken cost initiatives to counteract these
negative forces, but they cannot fully offset the pressure
on their margins. As a result, profitability will continue to
fall throughout 2009.

Performance Levers

Our benchmarking analysis focused on a small number
of critical performance levers, including asset growth,
gross revenue margins, RM productivity, and costs.

Assets decreased substantially. Among the 124 bench-
marking participants, AuM contracted in all regions

except Latin America. (See Exhibit 11.) The median chang-
es in AuM ranged from -13 percent among North Ameri-
can private banks to —25 percent among Asian institu-
tions. The median change in AuM overall was —13 percent,
which created a considerable drag on profitability.

Revenue margins were resilient. In 2008, the median
revenue margin was 89.1 basis points. The average mar-
gin of top-quartile wealth managers was 111.2 basis
points, compared with 63.4 basis points for bottom-
quartile wealth managers. European offshore institutions
achieved the highest median margin at 95.5 basis points.
(See Exhibit 12.) European onshore institutions had the
lowest at 72.9 basis points.

Despite the financial crisis, revenue margins were still
quite high in 2008, but the year comprised two distinct
halves. The allocation of assets was not substantially
affected in the first half of the year, which helped offset
the effects of asset movements in the second half. We ex-
pect revenue margins to be lower in 2009, as clients
continue to shift more of their assets to investments that
are based on preserving wealth rather than growing it.

Net new assets reflected significant flows in assets.
NNA measures the difference between inflows and out-

Exhibit 11. Most Wealth Managers Experienced Sharp Declines in AuM in 2008
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10Onshore institutions derived more than 50 percent of their AuM from onshore investors, and offshore institutions derived more than 50 percent of their

AuM from offshore investors.
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Exhibit 12. Revenue Margins Remained High
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flows of assets. In 2008, there was a clear divide between
the haves and the have-nots, particularly in Europe. (See
Exhibit 13.) European institutions that had negative NNA
suffered an average net outflow of 5.2 percent (weighted
by the average amount of assets and liabilities managed
in 2007 and 2008 at each bank). Those with positive NNA
achieved an average net inflow of 7.3 percent (again,
weighted by the amount of assets and liabilities managed
at each bank). The winners tended to have either a prov-
en commitment to a conservative, long-term investment
strategy or the backing of a government.

Interviews with banking experts suggest that these di-
verging NNA results stemmed from asset flows among
wealth managers. In other words, most asset flows oc-
curred within the wealth management industry. We be-
lieve that these shifts are temporary, for the most part,
and we expect further asset flows in 2009.

RM productivity. Median revenue per RM fell to
$1.2 million in 2008 from $1.3 million in 2007. It varied
widely across regions and models. European offshore

banks had the strongest median performance at $2.0 mil-
lion per RM, while the region’s onshore banks had a me-
dian of $1.0 million per RM. North American private
banks had the second-highest median revenue per RM at
$1.5 million.

In Asia, median revenues per RM dropped from $1.7 mil-
lion to $1.3 million—a much bigger decline than the glob-
al median. Revenues in the region, which are largely bro-
kerage driven, were pulled down by the collapse in
volumes in the second half of 2008. North American bro-
kers and Latin American wealth managers had the lowest
median revenues per RM at $0.7 million and $0.6 million,
respectively.

CAL per RM is another indicator of RM productivity. In
general, a wealth manager’s service model determines its
CAL per RM—the measure is a function of client size and
the number of clients per RM. The median client size var-
ied significantly, from $2.1 million in Asia to $0.3 million
among North American brokers. (See Exhibit 14.) Like-
wise, the median number of clients per RM ranged from
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it 13. There Were Big Swings in Net New Assets
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10Onshore institutions derived more than 50 percent of their AuM from onshore investors, and offshore institutions derived more than 50 percent of their
AuM from offshore investors.
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Exhibit 14. The Drivers of RM Productivity Varied by Region
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34 at Asian institutions to 260 among North American
brokers. Not surprisingly, then, our study found wide vari-
ations in CAL per RM. European offshore managers had
the highest median CAL per RM at $191 million. North
American brokers had the lowest at $66 million.

Cost-to-income ratios increased in most regions, often
significantly. The biggest jump was in Asia, where the
median cost-to-income ratio rocketed from 62.9 percent
to about 80 percent. (See Exhibit 15.) Among European
onshore and offshore institutions, the ratio grew from
60.1 percent to 61.2 percent and from 56.2 percent to
66.9 percent, respectively. Among North American bro-
kers, whose cost-to-income ratios were already high, the
median increased by about 4 percentage points to 88.4
percent. In Latin America, it stayed at about 60 percent.

In most regions, cost-to-income ratios increased mainly
because of falling revenues rather than rising costs. Given
that the downward pressure on revenues is likely to per-
sist for some time, however, most wealth managers will
need to focus intently on lowering costs in order to bal-
ance out this ratio.

Bringing the cost-to-income ratio back to historical levels
is not going to be easy, in light of the severity of the crisis.

Some wealth managers may even exceed a cost-to-
income ratio of 100 percent in 2009. For most wealth
managers, cuts would have to be extreme to keep costs
fully in line with falling revenues. Instead, wealth manag-
ers must focus on improving both sides of this ratio. Costs
should be managed aggressively, but wealth managers
must find ways to reverse the decline in revenues.

The Impact of Asset Reallocation
on Revenues

A wealth manager’s revenues are driven by two factors:
its AuM and its average revenue margin. In most regions,
AuM has deteriorated and will continue to decline this
year. But we also expect revenue margins to remain un-
der pressure for the next two to three years because of
the reallocation of assets into lower-risk products.

The crisis has led to a flow of AuM into and out of differ-
ent kinds of products and investment strategies. The
changes include a shift to low-margin products—with a
distinct outflow from alternative investments—and a
move away from discretionary mandates. (For more on
how wealth managers are dealing with the reallocation
of assets, see the sidebar “Responding to the Realloca-
tion of Assets: The Experience of Swiss Banks.”)

Exhibit 15. Cost-to-Income Ratios Increased in Most Regions
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Source: BCG Wealth-Manager Performance Databases, 2007 and 2009.

Note: The cost-to-income ratio was calculated as total costs before depreciation and taxes, divided by revenues.

!Onshore institutions derived more than 50 percent of their AuM from onshore investors, and offshore institutions derived more than 50 percent of their
AuM from offshore investors.

2Not available.
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Assets have shifted to low-margin products. According
to our benchmarking analysis, the proportion of assets
held in cash and money market assets grew by 26 percent
in 2008. This has undercut trading activity—and thus
transaction fees—but it has had a far more consequential
impact on margins. The margins on basic, low-risk invest-
ments are drastically lower than those on riskier invest-
ments such as equities, bonds, or alternative investments.

In comparison, alternative investments have waned. Dur-
ing the precrisis boom, they were the main growth en-
gines for many wealth managers. The margins on alter-
native investments were nearly double those on direct

Responding to the Reallocation of Assets

The Experience of Swiss Banks

equities and ten times those on cash or money market in-
vestments. Traumatic events such as the collapse of Leh-
man Brothers and the discovery of the Madoff scandal—
not to mention the underlying performance of the
investments themselves—have caused clients to make a
distinct shift away from structured products, hedge funds,
private equity, and commodities. (See Exhibit 16.)

The shift from alternative investments has also been driv-
en by clients’ risk aversion and their concerns about ar-
cane products in general. Given the severity of the crisis,
it will take time for these sentiments to change. Even af-
ter clients regain their appetite for risk, most will remain

The crisis has touched every corner of the banking world,
including Switzerland’s iconic private-banking industry.
Far from immune to the turmoil, Swiss banks are dealing
with many of the same challenges that are confronting
their counterparts around the world. As in other markets,
the reallocation of assets has posed challenges to private
banks in Switzerland. The response of Swiss banks pro-
vides important lessons for institutions in other markets.

Clients have shifted their assets in an effort to pre-
serve wealth. Investors have redirected their assets to
well-capitalized banks that are backed by implicit or ex-
plicit state guarantees. Safety, not performance, is their
overriding concern. Cantonal banks—banks that are
owned by one of the cantons in Switzerland—have expe-
rienced strong asset inflows since the end of 2008. Clients
have also steered their assets to traditional private banks
that are known for their conservative profiles. Smaller
banks, in particular, have benefited from this trend—
some clients actually prefer private banks with no major
credit business and no ties to a highly leveraged invest-
ment bank.

Money is parked, not permanently transferred. Wealth
managers that have gained assets because of their stabil-
ity should understand that these assets may be parked
with them only until the turmoil subsides. Once clients’
risk appetites return, they will search for private banks
that offer more than just security. And the barriers to
switching may be exceptionally low—many assets are
now held in fairly liquid products.

Banks that have gained assets during the crisis should
aim to build deep relationships with their new clients as

quickly as possible. They have a window of opportunity to
make a good impression—their competitive edge will be
dulled once clients begin to feel more confident. Banks
that have lost ground, meanwhile, can take heart that the
transfer of assets is not permanent (at least, not yet).
They will have an opportunity to win back assets, but they
will need to spell out their value proposition in clear
terms.

In interviews, some senior executives indicated that this
opportunity is not far off. They expect clients to begin
looking for the full complement of private-banking capa-
bilities before the crisis has passed. To position them-
selves to capture the potential flow of assets, some private
banks in Switzerland have been emphasizing the core ele-
ments of their offering:

¢ Tailored Advice. More than ever, private banks need to
understand their clients and provide tailored advice. Cli-
ents will not respond well to being profiled and slotted
into standard risk categories, which then lead to pre-
defined investment strategies. Banks must ensure that
they have the capabilities—and the capacity—to pro-
vide a meaningful level of customized service to their
clients. They should consider paring down the client
segments they serve rather than providing a thin level
of service to multiple client segments.

o Expertise. Private banks have seen their image tarnished
by the crisis. Some have even alienated their clients.
But most investors still lack the time or the knowledge
to manage their assets on their own. They want (and
need) to delegate this task to an expert. Banks will be
able to attract clients by demonstrating their expertise
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Responding to the Reallocation of Assets (continued)

o Prestige. Clients have lost faith in some of the biggest
names in wealth management, but the brands have not
been completely devalued. Provided they can deliver the
products and services that are relevant to clients in the
postcrisis world, these banks will regain their prestige.

and capabilities in wealth management. Differentiating
factors may include knowledgeable RMs, in-house fund
managers, and competent research teams.

o Additional Services. Private banking involves more than
investment advice. A comprehensive offering includes
financial planning, fiduciary services, and specialist ser-
vices such as tax consulting. Some banks may also have
a network of affiliated specialists in areas as diverse as
the law and the arts.

By emphasizing these strengths, wealth managers in Swit-
zerland—particularly those that have venerable names
and deep capabilities—should be able to win back many
of the assets that were dislodged by the crisis. But they
should also expect a fight from smaller competitors that
have benefited from the turmoil. For smaller banks, the
crisis presents a once-in-a-generation opportunity to gain
ground by targeting dislocated clients, but only if they can
offer more than just stability. Clients that have gravitated
toward narrowly defined, conservative offerings are cer-
tain to grow restless as the turmoil begins to subside.

o Products. Although most investors will continue to shy
away from products that seem overly complex, their
needs will soon outgrow basic offerings. They will even-
tually begin searching for sophisticated products that
provide capital protection along with access to different
kinds of markets.

Exhibit 16. Assets Flowed out of Alternative Investments and Discretionary Mandates
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10Onshore institutions derived more than 50 percent of their AuM from onshore investors, and offshore institutions derived more than 50 percent of their
AuM from offshore investors.

() Change (percentage points) [_] 2007 [_] 2008

28

THE BOSTON CONSULTING GROUP



wary of opaque products. Wealth managers cannot count
on a resurgence of high-margin products to pull them out
of the downturn.

This does not mean that alternative investments are ex-
tinct. Our interviews with senior private bankers suggest
that there will always be a need for complex products. In
the wake of the crisis, however, investors
will want a much more comprehensive un-
derstanding of the investments—the risks
must be as apparent as the potential re-
turns.

resurgence of high-

Passive products are becoming increas-
ingly prevalent. The crisis has made in-
vestors acutely aware of a long-standing
trend: most actively managed portfolios barely beat the
market. Disappointed with the performance of these
portfolios, many investors have gravitated toward passive
products. In 2008, exchange-traded funds (ETFs) grew
considerably, whereas mutual funds (excluding ETFs) ex-
perienced net outflows. The value proposition of ETFs is
simple and clear: they are cost-efficient products that
track market performance.

Traditionally, wealth managers have shied away from
promoting these relatively low-margin products. Follow-
ing the crisis, however, ETFs have emerged as a major
source of growth for wealth managers. Their appeal is
particularly strong among clients who have as much as
about $2 million in assets. These clients can use ETFs to
access portfolios with multiple asset classes that might
otherwise be out of their reach owing to minimum invest-
ment thresholds or other restrictions.

Clients have moved away from discretionary man-
dates. Revenue margins also depend on a client’s invest-
ment mandate. A discretionary mandate cedes control of
the investment strategy to the wealth manager to act on
behalf of the client according to a defined risk profile
and an agreed investment strategy. Compared with an
advisory mandate, whereby the wealth manager pro-
vides advice but the client makes the final decisions
about where to invest, a discretionary mandate has con-
siderably higher revenue margins—as high as 200 basis
points, which is more than double the margin on advi-
sory mandates. Discretionary mandates also have lower
costs because the wealth manager meets less often with
the client.

Wealth managers

cannot counton a

margin products.

Our benchmarking study revealed that the proportion of
AuM handled through discretionary mandates shrank by
9 percent in 2008. (See Exhibit 16.) The most affected
regions were Asia, where AuM held in discretionary man-
dates—already a low amount—declined by 20 percent,
and Europe, where onshore and offshore players saw
their AuM under discretionary mandates fall by 15 per-
cent and 11 percent, respectively.

The problem posed by discretionary man-
dates is that high margins come with high
client expectations. Clients paying for dis-
cretionary mandates are usually not satis-
fied with good absolute returns. Moreover,
most discretionary mandates tend to have
balanced portfolios with a mix of low- and
high-risk asset classes. Their aim is to beat a certain
benchmark consistently, not extravagantly. By shooting
for slightly better-than-average returns, however, this
strategy is bound to disappoint some clients. In a bull
market, the returns will not measure up to the perfor-
mance of equity markets. In a downturn, the returns will
compare unfavorably with the performance of bond mar-
kets. And in all markets, the cost of a balanced portfolio
could appear unreasonably high given the proportion of
assets held in money markets and bonds.

For these reasons, running a balanced portfolio strategy
for a discretionary mandate can be a no-win situation.
Wealth managers would be better off with discretionary
strategies that are more closely aligned with a client’s ex-
pectations: wealth preservation can be achieved using
low-risk assets but the pricing of such a discretionary
mandate should reflect the passive management style.
Growth strategies, in contrast, should focus on high-risk
asset classes that are positioned to exploit market oppor-
tunities.

Once trust in wealth management has been restored, the
demand for discretionary mandates will increase. “There
is the simple need for delegation,” explained a banking
expert. Trustworthy banks with a clear value proposition
will again be able to capitalize on the client’s desire to
delegate. By offering discretionary mandates that are fo-
cused on clear objectives—something more strategic
than simply matching average returns—wealth managers
will be able to attract clients.
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New Strategies
for Offshore Banking

fishore banking presents its own set of

challenges. (Offshore wealth, in this re-

port, is defined as assets booked in a coun-

try where the investor has no legal resi-

dence or tax domicile.) The amount of
offshore wealth fell to $6.7 trillion in 2008, down from
$7.3 trillion in 2007. (See Exhibit 17.) The decline was rel-
atively modest considering the pressures facing offshore
banks. About half of offshore wealth was held in Switzer-
land and the centers of the United Kingdom.

The most overt threat to offshore banking comes from
the growing involvement of regulators, particularly
in the United States and the other OECD nations. But
offshore banking centers—especially in emerging mar-
kets—are also contending with a steady shift from off-
shore to onshore investments. These two developments
will force wealth managers to change their offshore busi-
ness models in order to remain relevant and compet-
itive.

Regulatory and Competitive Threats

Political and financial instability are the traditional driv-
ers of offshore banking. For decades, the quality and cre-
dentials of offshore centers such as Switzerland have
provided peace of mind to investors looking for safety
and stability. The reputations of these centers—along
with their legal environments—carried a tremendous
amount of weight and attracted substantial amounts of
AuM. And their underlying capabilities as private bank
ers did even more to attract assets than did their stan-
dards for discretion.

Over the last 30 years, however, some investors began
using offshore banks to hide assets. Offshore banking

became virtually synonymous with tax avoidance—par-
ticularly in the media—although this was based on a
false assumption. Undeclared assets account for a rela-
tively small and steadily declining proportion of off-
shore AuM. In fact, a large share of offshore AuM comes
from investors who have comparatively little reason to
be concerned about taxes. Many investors from the Mid-
dle East, for example, do not pay taxes on income or
capital in their home countries, and many Asian coun-
tries do not tax capital gains. Nonetheless, authorities
regard offshore assets as dubious, even though most are
already legitimate and the trend is toward increasing
compliance.

Increased regulatory pressure has had a significant im-
pact on offshore banking, although the effects vary
among countries. For years, the United States has been
enforcing strict measures to tax offshore assets. As a re-
sult, banks in traditional offshore centers have been
turning away U.S. investors. In Germany, too, investors
who hold offshore financial assets face increasing scru-
tiny. In many other regions, stricter regulations have
been in effect for years. As a result, further pressure
from foreign regulators may not have a significant im-
pact on offshore centers (barring a general tax amnesty
or an automatic data exchange). Most private banks in
offshore centers have a neutral stance toward increased
oversight.

A considerable threat to offshore banking stems from a
less conspicuous but more fundamental change. In places
such as Brazil, India, and China, investors continue to
gain confidence in local banking systems and are becom-
ing more receptive to onshore investments. In other mar-
kets, demand is shifting away from offshore investments
for different reasons. In the Middle East, for example, a
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Exhibit 17. Offshore Centers Drew Their AuM from Different Regions
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younger generation has assumed control of a larger pro-
portion of the wealth. They find regional investments an
interesting and attractive alternative to offshore banking.
We expect the share of assets held offshore to decrease in
Asia-Pacific (excluding Japan), Central and Eastern Eu-
rope, Latin America, and the Middle East and Africa,
while remaining stable in the large industrialized coun-
tries. (See Exhibit 18.)

Although onshore investments are becoming more com-
petitive in some markets, the need for offshore banking
remains strong in many parts of the world. Concerns
about political and financial instability will continue to
be a consideration in markets such as Argentina and
Russia, where trust in local banking systems has been
compromised over the years (and where memories of
recent crises remain vivid). And in some developed
markets, the trend toward greater financial disclosure—
and therefore toward less financial privacy—will contin-
ue to drive investors to offshore centers. The growing
appeal of onshore investments is more likely to contrib-
ute to the incremental flow of new assets to offshore
centers than to trigger a mass outflow of existing off-
shore assets.

Strategies for Bolstering Offshore
Banking

Offshore banks are dealing with the threat of increased
scrutiny and the growing appeal of onshore investments
in two ways: moving abroad to capture onshore assets
and focusing on fully transparent and sustainable off-
shore AuM.

Moving Abroad to Capture Onshore Assets. With
many of their clients increasingly interested in onshore
investments, some wealth managers might opt to estab-
lish or expand a foreign presence to capture additional
assets. For smaller institutions, however, building a for-
eign presence can be prohibitively expensive, and the
strategy itself carries significant challenges. Entrants
sometimes underestimate the fierce competition from do-
mestic wealth managers and have difficulty importing
their brands and products, which leaves them with a
smaller share of wallet, lower assets per client, and lower
profitability. Lacking an existing network of clients, for-
eign wealth managers face an uphill battle in trying to
gain referrals and build their brands through word-of-
mouth advertising. An onshore business also tends to be
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Exhibit 18. The Share of Wealth Held Offshore Is Expected to Decline

in Most High-Growth Markets
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more costly because it generally requires more intensive
service and greater proximity to the client.

To avoid these problems, a wealth manager could pursue
a niche onshore strategy—one that targets specific client
segments, thus obviating the need for a real branch net-
work. This “fly in, fly out” model works especially well in
the Middle East, where the younger generation of clients
prefers onshore investments but still has an affinity for
banks, advisors, and investment experts from Switzer-
land or London.

Focusing on Fully Transparent and Sustainable Off-
shore AuM. With the amount of undeclared offshore
assets expected to further diminish, wealth managers
must develop a fully transparent and fully compliant
offshore offering for each market that they want to ac-
tively target and serve. To this end, they should focus on
clients who have little incentive to evade taxes (owing to
favorable tax regimes in their domiciles), existing clients

whose assets are already fully compliant, and new cli-
ents who are looking for high-quality banking services.
Clients who pose a potential transparency issue should
not be actively targeted and serviced—they should not
be given investment advice, nor should they be advised
about options for transferring their money into other
structures.

To provide a fully transparent offering, wealth managers
will need to deal with arcane tax-declaration procedures.
Mastering these procedures could provide a competitive
edge. Some institutions—especially smaller ones—may
not be able to offer declarations that exceed a simple
overview of assets and that meet the requirements of tax
authorities in a client’s domicile. Institutions in estab-
lished offshore centers such as Switzerland will also need
to accentuate the strengths of their home markets—and
not simply as a destination for offshore AuM but as a cen-
ter for high-quality wealth management backed by un-
wavering political and financial stability.
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The Outlook for Key Offshore Centers

The allocation of assets among the major offshore cen-
ters has remained relatively stable, with Switzerland and
the centers of the United Kingdom accounting for about
half of all assets held offshore. But shifts in the regula-
tory landscape and the underlying demand for offshore
banking are expected to usher in a period
of change. Some centers will gain ground
and others will become much less com-
petitive.

Switzerland has agreed to comply with
OECD regulations governing the exchange
of tax information. Bilateral negotiations
are already underway, and banking secre-
cy may be softened by cooperation and disclosure agree-
ments arising from investigations in certain countries. Al-
though pressure is mounting and some reputations have
been tarnished, Switzerland will not lose its status as a
global financial center and will continue to draw offshore
wealth. The capabilities of its banking system, together
with its reputation for innovation and expertise, will con-
tinue to be important selling propositions, as will its prox-
imity to European markets. In addition, clients will still
be drawn to Switzerland by its highly educated, multilin-
gual workforce as well as by its attractiveness as a desti-
nation in its own right.

Some nontraditional centers are poised for growth.
In recent years, some centers outside Europe—namely
Singapore and Hong Kong—have been growing faster
than the traditional centers. If they were to avoid regula-
tory scrutiny for an extended period, a competitive im-
balance would be created. Singapore, however, has an-
nounced plans to propose legislation this year that would
bring its regulations into compliance with international
tax standards.

The offshore centers of Singapore and Hong Kong will
continue to benefit from their proximity to other Asian
countries, where wealth is expected to grow at a strong
pace over the long term. The growing quality and sophis-
tication of Asian banks has convinced more clients to keep
their offshore wealth in the region, especially because tra-
ditional offshore centers have lost some of their aura.

Singapore is particularly well placed to continue its ascent
as an offshore center. Its strengths include the stability of

Being discreet is
a tenuous value
proposition in an era of

increasing oversight.

its banking system and the qualifications of its employees.
But even if it continues growing at an above-average rate,
offshore AuM in Singapore (and other non-European cen-
ters) will still lag behind the offshore wealth held in tradi-
tional centers. We do not expect a significant outflow of
assets from centers such as Switzerland or Luxembourg
into Singapore or Hong Kong.

The outlook for other centers varies
greatly. Offshore centers that have based
their competitive advantage on tax avoid-
ance are under extreme pressure. In coun-
tries that have little political capital, insti-
tutions will have few options but to agree
to the regulations imposed on them. And
once their tax and legal advantages evapo-
rate, so too will their appeal—being inconspicuous or dis-
creet is a tenuous value proposition in an era of increas-
ing oversight. Clients will have little incentive to move
new assets to these jurisdictions, especially if their banks
cannot compete on the basis of service quality.

In other centers, the outlook depends very much on regu-
latory developments. The Channel Islands, Dublin, the
Isle of Man, and London are, collectively, the second-larg-
est offshore center in the world. Miami and New York are
also among the leading offshore centers measured by
AuM. The pressure on these centers has been less intense
owing to the political power of their countries’ govern-
ments, but the OECD expects to sign more tax-exchange
agreements with their respective jurisdictions, perhaps
before the end of the year.

Finally, Dubai has been growing as an offshore center. Al-
though it is relatively small and its banking culture is still
perceived as lacking the heritage and expertise of tradi-
tional centers, Dubai has built a strong position in and
around the region, especially in the Indian subcontinent
and central Asia. It will have to work hard to attract off-
shore wealth from further afield, however.
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Thriving in a Challenging
Environment

ealth managers are dealing with a se-

ries of extreme events. Profitability

and revenues have been affected by

weaker investment performance, the

erosion of AuM, and a shift in de-
mand from complex to basic products. At the same time,
clients have become increasingly conservative, insecure,
and demanding. Many have lost their trust in their wealth
managers.

To move forward in these challenging and uncertain
times, wealth managers will have to change the way they
do business. Their success will hinge on the relationship
between client and advisor, and the role of the RM will
become more critical in the transition from pushing prod-
ucts to providing advice.

In addition to redefining the role of the RM, wealth man-
agers must make equally fundamental changes to their
businesses. Some may even need to recast their business
models. Three actions, in particular, will help position
them to thrive in the postcrisis world:

o Redesign service and product strategies

o Improve the cost base by revisiting the business
model

< Focus on core competencies and the fundamentals of
wealth management

Redesign Service and Product Strategies

Few wealth managers would dispute the importance of
providing clear advice and less arcane products. Trust
and simplicity are words to live by in today’s charged en-

vironment. But what exactly do these imperatives mean
for a wealth manager’s business? How should wealth
managers revamp their service and product strategies to
suit the postcrisis world?

Place advice at the heart of the service offering. Few-
er clients are willing to delegate the management of their
wealth in its entirety. The high-fee delegation option has
been undermined by the loss of trust in wealth managers
as well as by the weak performance of professionally
managed investments.

Over the long term, the demand for delegation will be
propped up by clients who are unable or unwilling to
make their own investment decisions. To serve most cli-
ents, however, wealth managers will need to develop ser-
vice models that are based on holistic advice. As discussed
earlier, the continuity, competence, and commitment of
RMs will provide the foundation for a client-centric ap-
proach. As clients embrace the advisory model, they will
seek answers to complex questions about products and
investment opportunities as well as about financial plan-
ning and structuring. Wealth managers will need to be
prepared to address questions in several areas.

< Succession planning will become increasingly important
given the surge of people nearing retirement in many
countries. Many clients will be preoccupied with pass-
ing on their wealth or corporate structures to their
children or successors. Wealth advisors could provide
invaluable guidance about tax optimization or legal
structures.

¢ Retirement planning will be essential, not only because
of the vast numbers of people approaching retirement
but also because the crisis has had such a significant
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impact on wealth at a time when many people are
prepared (or thought they were) to shift from earning
income to living on their savings and investments.

o Wealth structuring will become more critical. Wealth
managers are well positioned to provide advice on
trusts, international fiduciary services, property solu-
tions, and private-investment solutions.
Institutions that lack this expertise
should at least provide access to a care-
fully developed network of specialists.

¢ Global custody and investment services
(such as global research and tailor-made
investment solutions) will be sought by
family offices or UHNW clients. The cri-
sis could prompt these clients to search for more com-
prehensive ways to diversify risk. Some may be inter-
ested in a central custodian.

Despite its singular importance, advice is generally not a
direct source of revenue. Clients expect advice to be part
of their relationship with a wealth manager. Some insti-
tutions may be able to charge for specific advisory servic-
es that provide high value to the client and are clearly go-
ing beyond the purview of standard advice—but the
pricing model must be fixed and transparent. In the Unit-
ed Kingdom and the United States, many independent
advisors are charging fees for specific kinds of advice.
Nevertheless, advisory services are geared mainly toward
customer retention. Over time, of course, this should set
the stage for stronger product sales.

In reviewing its service strategy, a wealth manager needs
to be clear on where it can earn money. Client segmenta-
tion will be critical. Wealth managers should recognize
that middle-tier clients can actually be more profitable
than the wealthiest clients, who require more intensive
service but often generate lower margins. Wealth manag-
ers must also be careful not to overlook the challenges
and opportunities of serving lower-tier clients. (See the
sidebar “Serving Affluent Clients Efficiently.”)

Streamline the product portfolio. Complex financial
products have bewildered clients and advisors alike. The
universe of products and markets is impossible to grasp.
To some extent, the challenge of reducing complexity has
to do with a shift in mindset. Wealth managers must rec-
ognize that they can actually enhance the offering by nar-

Wealth managers can
actually enhance the
offering by narrowing

their focus.

rowing their focus. To this end, they need to identify
which of their products create value—for both the insti-
tution and the client—and which provide competitive ad-
vantage. They should question the need to provide all
other products.

This would mean that instead of offering a vast array of
products, wealth managers can reduce
their offering to a list of recommended
products. The list should contain a set of
core products supplemented by a small
number of more innovative options. A
“guided architecture” offering will reduce
complexity while improving clarity and
transparency—all of which will help
wealth managers safeguard their revenues
during the current crisis. True open architecture is virtu-
ally impossible to provide—there are simply too many
options to research.

Small institutions have always had to rely on guided archi-
tecture, but many larger wealth managers have—up until
just a few years ago—created offerings that were predom-
inantly based on their own products. This model tended
to foster a product-push mentality. It also lacked objectiv-
ity, provided a limited choice of products, and often left
some client needs unfulfilled or inadequately addressed.

Offering third-party products will not necessarily hurt
revenues. The client will most likely choose the in-house
offering if it is competitive and the RM has established a
good rapport. Moreover, a wealth manager can actually
bolster its client relationships (and ultimately boost as-
sets and revenues) by recommending third-party prod-
ucts—such recommendations underscore the commit-
ment to the client’s best interests. In addition, the direct
competition from outside products could spur the institu-
tion to improve its own asset-management capabilities.

Reprice and recast the offering. Wealth managers are
repricing products and improving their discounting prac-
tices. The aim is to increase revenues by identifying prod-
uct categories for which prices could be raised—either
directly or by reducing discounts—without jeopardizing
client relationships. After a large universal bank discov-
ered that it was offering discounts on 60 percent of its
products, it identified lending products for which demand
appeared to be price insensitive; it was able to raise its
prices and increase revenues significantly in this category.
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Serving Affluent Clients Efficiently

Affluent clients are commonly defined as having up to
$1 million in AuM. Although this segment is both large

and relatively profitable—on average, about 70 percent of

the clients of our 124 benchmarking participants were af-
fluent, and wealth managers (in principle) aim to serve
them with standardized, scalable offerings—most institu-
tions do not consider it part of the core business. As a re-
sult, they tend to overlook some of the traits and challeng-
es that distinguish these clients.

Affluent clients generate substantial revenues. Afflu-
ent clients want more than commoditized products, but

they are generally satisfied with a less intensive level of

service and a more limited product selection. As a result,
these clients generate higher revenue margins. Among
our benchmarking participants, about 25 percent of AuM
was held by affluent clients, but they generated from 30 to
40 percent of revenues.

Many wealth managers do not serve this segment ef-
ficiently. RMs are interested in maximizing the number
of clients, irrespective of their wealth. They might not ac-
tively target affluent clients, but nor will they reject them—
these clients contribute to the portfolio, and they also
have the potential to move into wealthier segments and
refer other clients. As a result, RMs often end up with a
mixed book of affluent and HNW or UHNW clients. But
because most wealth managers lack clearly defined ser-
vice standards for this segment, RMs usually provide af-

Wealth managers should also look for opportunities to
provide a suite of products that offer the safety and sim-
plicity clients demand. Examples include the following;:

¢ Plain-Vanilla Products. These include quality funds,
highly rated bonds, or simple call or put options. A
Swiss private bank, for example, has set up funds fo-
cusing on conservative companies that have a high lev-
el of real assets. The funds serve as a hedge against in-
flation. In Brazil, banks have established conservative
funds that have a low risk-return profile.

© Passive Investments. These are vehicles that are not ac-
tively managed, such as ETFs on stock indices or com-
modities. These instruments passively track the price
movement of a certain market. They are highly liquid
and their management fees are considerably lower
than those for actively managed products.

fluent clients with services that are more appropriate for
wealthier clients, including tailored advice, comprehen-
sive offerings, sophisticated portfolio management, and
frequent meetings.

Wealth managers need a dedicated service model
for affluent clients. Given the revenue pressures creat-
ed by the crisis, a wealth manager cannot afford to have
its RMs spending an inordinate amount of time on their

less wealthy clients. It is not only inefficient but could

also distract RMs from reinforcing relationships with
wealthier clients, who require more intensive service. In
fact, an RM who is focused entirely on the affluent seg-

ment can easily have up to 400 clients in his or her port-

folio, whereas a book of HNW clients would not exceed

200 individuals. (In Asia, a typical book of HNW clients is

even smaller.) At the same time, however, wealth manag-
ers cannot afford to miss out on the revenue margins
that affluent clients provide.

To tap the full potential of affluent clients, wealth manag-
ers should design a service model specifically for this seg-

ment. Rather than having RMs with mixed books, an insti-

tution could designate a small number of RMs—or an
entire desk—to focus on affluent clients. This would en-
sure that the segment receives a consistent and suitable

level of service.

o Simple Capital-Protection Products. These will prove in-
valuable to some clients. They allow clients to pay a
fee for a form of insurance that acts as a ceiling for
losses (particularly in the event of an extreme market
scenario).

¢ Risk-Sharing Products. In some cases, a wealth manager
can demonstrate its willingness to take on a certain
share of the risk of a particular product. A U.S. bank
has investment funds that are sold to the public only
after a significant amount of money has been invested
by its employees.

At the same time, wealth managers should offer a suite of
products that provide greater opportunity and upside:

¢ Short-Term, High-Interest-Rate Products. These should be
easy to understand and should be pitched to clients
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who are searching for higher returns but still need
short-term liquidity. In Asia, for example, dual-curren-
cy deposits have become more popular.

o Exclusive Offerings. These allow clients to participate di-
rectly in deals, such as a joint investment in a real es-
tate project.

o Sector-Specific Products. Products linked
to recovering real-estate markets in the
Middle East and Asia, for example, may
become attractive.

The product portfolio should evolve to re-
flect the creation of new wealth. In China,
for example, entrepreneurs may be able to
seize opportunities created by fiscal stimulus programs
and (potentially) an early economic recovery. Wealth
managers should identify these potential clients and the
products that appeal to them.

Improve the Cost Base by Revisiting
the Business Model

Global wealth grew at an estimated annual rate of 9 per-
cent from year-end 2001 through 2007.'2 Wealth manage-
ment was an everlasting success story—or so it seemed.
Wealth managers had limitless options to expand in re-
gions such as Asia and the Middle East, and clients were
relatively easy to satisfy. Absolute performance was most-
ly good, and the industry continued to produce a steady
stream of increasingly sophisticated products.

In the run-up to the current crisis, most wealth managers
were focused squarely on revenues and expansion. Cost
efficiency and savings programs were seldom very high
on the management agenda. The crisis has since put
enormous pressure on revenues and forced institutions
to adjust their cost positions to reflect lower asset bases,
lower trading volumes, and different investment acti-
vities.

Many institutions have taken quick action to cut discre-
tionary spending, but their initiatives tend to be more
temporary than permanent in that they do not alter the
cost structure—and the benefits could easily fade once
the crisis subsides. Some wealth managers, however, are
going beyond short-term measures by improving the busi-
ness model and even changing how and where they com-

an opportunity to place
the best talent in the

newly defined roles.

pete. As a result, they are poised to emerge from the
downturn in a stronger position.

Cut discretionary spending. A range of measures can

be implemented in the short to medium term without

disturbing the organizational structure or the business

model. They are not likely to reduce costs substantially,
but they do produce fast results, often with
minimal effort.

De-layering provides

© Marketing, travel, and entertainment
expenses are at the top of the list for most
cost-reduction programs. Many institutions
introduced cost initiatives in their over-
seas operations to reduce advertising and
travel expenses, and the number and cost
of client events have been reduced, especially for the
affluent segment.

¢ Wealth managers in Asia and the Middle East have re-
duced salaries by 10 percent or more. Institutions in
Europe and North America are cutting variable bonus-
es, owing in no small measure to public pressure. Insti-
tutions have also been able to reduce or outsource
auxiliary positions—such as drivers, cleaners, and re-
ceptionists—without affecting the core business.

¢ Most institutions have raised awareness about the
need for cost discipline with regard to furniture, deco-
rations, and office supplies.

Improve or change the business model. Compared
with efforts to cut near-term spending, this approach re-
quires a much more focused and sustained effort, along
with a willingness to change the organization. Wealth
managers are pursuing a range of such initiatives:

¢ Many are reducing staff by de-layering hierarchies and
cutting back overcapacities. Over time, wealth manag-
ers have ended up with too many organizational lay-
ers—and narrow spans of control. De-layering pro-
vides an opportunity not only to improve the structure
but also to place the best talent in the newly defined
roles. Several institutions have gone through such re-
designs since the outbreak of the crisis, often reducing
their staff levels by 15 to 20 percent.

12. This is an estimate; our methodology changed between 2001
and 2002.
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¢ Wealth managers may need to revisit the value chain,
thinking about which activities they need to perform
themselves and which might be best left to third par-
ties. It is crucial that an institution focus only on activ-
ities in which it is competitive; the rest could be out-
sourced or discontinued.

¢ Some are reviewing their IT strategies
in an effort to postpone or reduce ex-
penses. Such measures can impair an
insitution’s operational efficiency but
they may be unavoidable given the se-
verity of the crisis. At least one global
universal bank has delayed plans to re-
place its legacy system because of the
turmoil. Other banks, however, are
modernizing their core systems in an effort to reduce
costs over the long term.

© By reorienting their strategic focus, wealth managers
can reduce the number of teams and desks. “We used
to have a guy for Mexico, one for Brazil, and one for
Argentina,” said an executive of a subsidiary of a U.S.
bank. “Now, there is just one LatAm desk.”

< Although changes to the product offering are largely
demand driven—clients want simplicity, not sophisti-
cation—a streamlined offering can also help reduce
costs. Wealth managers are lowering their asset-man-
agement costs by closing noncore funds and replacing
their own products with third-party offerings.

¢ Several large institutions are pulling out of markets
where they are subscale. And in places where they plan
to retain a front office, they are taking steps to reduce
backoffice costs. A European bank with extensive op-
erations in Asia is planning to move some of its back
offices in Singapore out of the central business district
as part of an effort to reduce the facility’s operating
costs—such as rent and insurance—by 20 percent.

The extent to which wealth managers have implemented
these initiatives varies by region. In regions that have
been relatively insulated from the crisis, such as Brazil,
institutions have yet to pursue any cost initiatives as a re-
sult of the turmoil—although with the revenues of Brazil-
ian banks now declining, those banks may need to reduce
costs to improve or stabilize their cost-to-income ratios.
Banks in the Middle East have avoided the worst effects

Several large

out of markets where

they are subscale.

of the crisis and are not pursuing major changes to their
business models. Still, many reacted promptly to the cri-
sis by laying off underperforming employees, especially
in the front office. In Asia, most emerging economies are
still growing, albeit at a slower pace, and markets bounced
back during the first half of 2009. As a result, revenue
growth has bumped cost reduction from the top of the
agenda. Some of the region’s banks, how-
ever, have made significant cuts using tail
management for front-office staff.

institutions are pulling

Wealth managers in some of the most se-
verely affected markets, on the other hand,
seem to be almost overwhelmed by the
problems they are facing. Many Russian
banks responded quickly to the crisis, lay-
ing off as many as 15 percent of their staff and reducing
salaries by 10 percent. But they are reluctant to transform
their processes or business models. Having grown accus-
tomed to sustained growth during the precrisis years,
some of these banks have no experience in dealing with
a significant downturn.

In contrast, some Swiss and U.S. banks appear to have
made progress in fundamentally realigning their costs.
They are aware that sustained cost reduction will require
changes to processes and eventually to their business
models. For example, banks in Switzerland that have
been hit hard by the crisis have already implemented am-
bitious, organization-wide cost-cutting programs. Like-
wise, U.S. brokers, which felt the full impact of the crisis,
reacted quickly with extensive layoffs. (For more on the
U.S. wealth-management market, see the sidebar “Adapt-
ing to Change: U.S. Wealth Managers.”) Most had already
developed well-prepared plans for dealing with declining
revenues and profits.

Focus on Core Competencies and the
Fundamentals of Wealth Management

Wealth managers need to do more with less. Clients are
demanding a higher, more attentive level of service, but
revenues and profitability are feeling the strains of a sig-
nificant shift (and loss) of assets. As a result, institutions
must focus on the activities that they do best or that dif-
ferentiate their brands in the market, while avoiding ac-
tivities that do not add value. They simply cannot afford
to offer everything to all clients. Most will only move for-
ward by going back to basics—an unwavering commit-
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Adapting to Change

U.S. Wealth Managers

In the United States, wealth managers are dealing not
only with changing client behavior and declining assets
but also with a massive transformation of the financial
services landscape. Since the crisis began, two of the five
major independent investment banks have collapsed, one
has been taken over, and the remaining two have been
converted to bank holding companies. The shifting ground
has created even more uncertainty about which business
models will succeed in the postcrisis world.

For decades, investors in the United States could choose
from a variety of wealth management models, although
three business models came to dominate the landscape:
the full-service brokerage model, the private-bank or trust
bank model, and the independent-advisor model.

¢ National full-service brokers offer a wide selection of in-
vestment products and advisory services, while regional
and independent broker-dealers generally provide a
smaller set of products along with specialized advice.
Full-service brokers serve a range of clients, from mass-
market investors to ultra-high-net-worth clients. Tradi-
tionally, they relied on transaction-driven commissions,
but over the past ten years they have moved toward fee-
based pricing. Decoupled from transaction activity and
driven mainly by a client’s AuM, fee-based revenue tends
to provide a more stable income stream. In our bench-
marking study, North American brokers derived an aver-
age of 41.9 percent of their revenues from fees.?

¢ Private banks and trust banks have focused on fee-
based advisory services and products. They typically of-
fer more comprehensive financial advice and products,
including investments, cash management, lending, cus-
tody, trusts, and estate plans. They generally serve high-
net-worth and ultra-high-net-worth clients and are often
seen as being more conservative in their investment
selections. According to our benchmarking data, fees
generated an average of 61.3 percent of revenues at
these institutions in 2008.2

ment to the client that is grounded in a thorough under-
standing of his or her overall investment needs and
objectives.

Wealth managers are reconfiguring their business mod-
els based on a critical assessment of what they do best.
Core competencies will vary from institution to institu-
tion. In Latin America, local banks have been able to ac-

¢ Independent advisors also provide fee-based advice but
to a wider range of clients. They typically source their
products and platforms from third parties. Some of
these advisors derive all of their revenues from fees.

Full-service brokers, which are the single largest distribu-
tion channel in the U.S. wealth-management market,
have been most affected by the crisis and have seen a
steady outflow of assets over the last few quarters. Earlier
this year, independent broker-dealers reported that the
vast majority of their new clients had come from full-ser-
vice brokers. Private banks and trust banks have also ben-
efited from the crisis-induced flight to safety.

In response, full-service brokers have begun reinventing
themselves. Some have engaged in M&A to remain at
the forefront of the retail-brokerage industry. Others are
adopting a more focused approach. One institution has
decided to concentrate on a specific client segment and
will sell 55 of its branches to a regional broker-dealer
that is looking to expand. They are also continuing to
broaden their advice and fee-based offerings and have
been looking to retrain their advisors to deal with the
“new normal.”

We believe that full-service brokers will remain the largest
wealth-management business model in the United States.
Time after time, they have proved to be agile and entre-
preneurial competitors, able to adapt their business mod-
els to suit changing market conditions. The growth of in-
dependent advisors, by contrast, is constrained by their
lack of institutional resources for products, platforms, and
branding. And private banks and trust banks continue to
be perceived as the domain of the very rich and very con-
servative.

1. Broker wealth managers are firms that derive more than half of
their revenues from commissions.

2. Bank wealth managers are firms that derive more than half of
their revenues from fees and net interest.

centuate their stability relative to international competi-
tors. (See the sidebar “Latin America: Using Trust as a
Competitive Advantage.”) Institutions that want to be
client-centric tend to invest in highly qualified RMs and
networks of trustworthy affiliated specialists, such as
lawyers and tax experts. Wealth managers with strong
asset-management capabilities are revising their product
portfolios to create unique offerings that resonate with
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Latin America

Using Trust as a Competitive Advantage

Latin America’s wealth-management market is unique.
It includes several countries that have overcome numer-
ous financial crises and some that have dealt with recur-
ring hyperinflation and currency devaluation. Having
weathered previous storms, institutions were prepared
for this crisis, with solid capitalization, conservative le-
verage ratios, sufficient liquidity and solvency ratios, and
sophisticated IT. And even though their markets have
matured, they have still maintained a foundation of tra-
ditional products. In most countries in Latin America,
wealth managers were focused on regional investments
and had little incentive to push Wall Street’s most inno-
vative products, which, for the most part, were too com-
plex for their clients. In addition, securitization con-
structs—such as collateralized debt obligations—were
slow to evolve.

The region’s wealth managers also benefited from their
late—and somewhat guarded—embrace of global diver-
sification. Rather than venturing overseas, they were
more likely to grow by means of mergers and acquisi-
tions closer to home. This experience with regional M&A
made them more conscious of controlling costs and im-

proving operations, which lent even more stability to
their businesses. It also provided scale and boosted prof-
itability.

As a result, local institutions now have a competitive ad-
vantage over their foreign competitors, most of which suf-
fered massive losses in the crisis. (See the exhibit below.)
This competitive edge stems from many of the factors de-
scribed above, but perhaps the greatest differentiator
boils down to one word: trust.

Varied Economic Performance. Although the region as
a whole has fared well, economic performance—and
along with it, the strength of wealth managers—varies
from country to country.

¢ Brazil is the region’s largest economy and one of the
most robust. The Brazilian real remains strong, while
high interest rates have attracted capital and dimin-
ished the appeal of offshore investments. Last year, Bra-
zilian banks increased their AuM by 21 percent, while
net new assets grew 10 percent. Strong banks, such as
Itai Unibanco (which, as of March 2009, was the elev-

Large Local Banks Have Fared Better Than International Banks
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enth-largest bank in the world measured by market val-
ue), still invest mainly in the region but might consider
expanding overseas. The country is bullish about its
economy. “We were the last in joining the crisis,” said
Brazil's president, Luiz Inécio Lula da Silva, “and we are
going to be the first in getting out.”

¢ Mexico is unique because of its proximity to and de-
pendence on the U.S. market and the high penetration
of international banks. The crisis was quick to hit the
country, and the peso soon lost about 20 to 30 percent
of its value. AuM fell by 1 percent, while net new assets
increased by 2 percent. With support from the Interna-
tional Monetary Fund, the situation has since stabilized,
providing room for a more flexible monetary policy.
Most financial institutions have settled into what one
banker described as “normal recession mode,” al-
though there are signs of an increasingly robust wealth-
management sector. The gradual move from offshore to
onshore investments has continued despite the devalu-
ation of the peso. With more than 80 wealth managers
now competing in Mexico, the industry will be pres-
sured to develop higher-quality services and cultivate
relationships based on trust.

¢ In Argentina, the government has taken steps to foster
the development of the onshore market. It recently tried
to repatriate some of the country’s $160 billion in off-
shore assets through a tax amnesty program and strict-
er measures to police offshore investments. But the
financial crisis, combined with political and macro-
economic uncertainty domestically, has undermined
confidence in onshore opportunities. Argentina’s wealth-
management market continues to revolve around off-
shore investments.

¢ Chile has a sophisticated wealth-management market.
Several local competitors—including boutique invest-
ment banks, domestic commercial banks, and asset
managers—have taken advantage of the stable macro-
economic, political, and regulatory environment to de-
velop a large and profitable onshore market.

¢ Uruguay and Panama are both offshore centers, and
they face the same challenges confronting similar cen-
ters around the world. The OECD is pushing for greater
transparency, and Uruguay recently signed an agree-
ment to adhere to global transparency standards. The
importance of these centers, however, is limited. Mon-

tevideo mainly serves Argentine clients, while Panama
mainly serves clients from Mexico.

Changing Dynamics. The industry will evolve in different
ways for different institutions. Some of the region’s mid-
size banks are aggressively targeting the clients of their
weakened foreign competitors. This will usher in a period
of consolidation in the midsize market. Meanwhile, Latin
America’s biggest banks will continue to pursue M&A op-
portunities throughout the region (and perhaps abroad).

Brazilian banks are particularly well placed to take advan-
tage of these changing dynamics, given their operational
discipline—honed by past crises—and their trusted
brands. But they need to act soon, while they still enjoy a
competitive edge over foreign banks. They have emerged
(some might say unexpectedly) as relatively stable alter-
natives to their international rivals, although the condi-
tions that led to this advantage may not persist. Latin
America, in general, remains vulnerable to currency de-
valuation, sustained inflation, and political instability.
These risks aside, some of the clients that wealth manag-
ers have gained during the crisis may be inclined to leave
once the turmoil subsides—the shift is certainly more
temporary than permanent.

To avoid losing the gains they have made since the start of
the crisis, wealth managers in Latin America should make
a concerted effort to deepen new relationships. The flow
of assets to conservative investments will likely be re-
versed as soon as markets recover, but clients will contin-
ue to seek trusted advisors that are committed to building
relationships. As in other markets, the era of pushing
products has given way to the advisory model.

DELIVERING ON THE CLIENT PROMISE
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clients. Universal banks might differentiate their wealth-
management units by playing on the strengths of a glob-
al footprint and their other businesses, namely corporate
and investment banking.

The first step for all wealth managers is to form clear
opinions on general wealth-management topics such as
trends in bond rates or currencies. Only in-
stitutions that manage to give the client
this basic guidance will be perceived as
trustworthy. In addition, wealth managers
need to make a clear connection between
their undiluted focus and their value prop-
osition. Institutions that highlight their
core competencies—while providing com-
prehensive advice within a framework of

guided architecture—have a much better chance of

emerging from the crisis as winners.

A Call to Action

The wealth management industry is well placed to take
advantage of the current turmoil and the eventual up-
turn. The industry’s reputation may have been scarred,
but its services remain vital. At the same time, however,
wealth managers must recognize the challenges that they
face. Profitability and revenue margins will continue to
suffer from the decline and reallocation of assets, and cli-
ent relationships remain tenuous.

Wealth managers can deal with the pressures created by
the crisis by taking four steps:

¢ Recruit, train, and reward RMs who are focused on
providing advice rather than pushing products. Wealth
managers will win or lose on the basis of their RMs’
ability to forge deep relationships and provide holistic
advice. RMs, in turn, must be able to leverage a net-
work of experts and specialists.

¢ Revamp product and service strategies. For the time
being, clients need offerings that are simple and con-
servative because most are still preoccupied with pre-
serving their wealth—although some are already
searching for solutions that will enable them to benefit
from an upturn. Wealth managers should concentrate
on areas in which they have a competitive advantage
or add value for the client, and outsource or simply
not offer undifferentiated products and services.

The industry’s
reputation may have
been scarred, but its

services remain vital.

¢ Focus intently on controlling costs. For many, this will
mark a radical shift from the precrisis drive for growth.
Wealth managers must look beyond the quick cuts for
opportunities to fundamentally improve their cost po-
sition. The crisis can act as a powerful catalyst for
change.

¢ Wealth managers also need to develop
new strategies for managing offshore
wealth. They can deal with the threat of
increased scrutiny and the growing appeal
of onshore investments in two ways: mov-
ing abroad to capture onshore assets and
focusing on fully transparent and sustain-
able offshore AuM. In general, they should
emphasize three attributes: their capabili-
ties as wealth managers, their proximity to large or
high-growth wealth markets, and their attractiveness
as destinations in their own right.

By taking these steps, wealth managers will be able to sta-
bilize their businesses while capitalizing on the disloca-
tion of clients and assets. There is a window of opportu-
nity to act while assets remain liquid and relationships
remain fluid. Institutions that have gained ground be-
cause of the crisis—owing to their strong brands and con-
servative investments—must cement their new relation-
ships by showing that they are more than temporary safe
havens. Wealth managers that have lost clients and assets
must redouble their efforts to improve their offerings and
demonstrate their commitment to building deep relation-
ships by delivering on the “client promise.”

It is a rare point of inflection for wealth managers—as
unprecedented as the crisis itself. We fully expect assets
to continue flowing largely within (not out of) this sector,
particularly once a recovery takes hold. Well-prepared
wealth managers will emerge from the crisis in a much
stronger position, primed for sustained growth—but only
if they invest now (ahead of the upturn) in a well-defined,
clearly differentiated value proposition based on a set of
core products and services.
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For Further Reading

The Boston Consulting Group pub-
lishes other reports and articles that
may be of interest to senior financial
executives. Recent examples include
the following;

Building an Operating Model

for the Next-Generation
Investment Bank

A White Paper by The Boston Consulting
Group, July 2009

Conquering the Crisis: Global
Asset Management 2009

A report by The Boston Consulting
Group, July 2009

Collateral Damage, Part 7:

Green Shoots, False Positives,

and What Companies Can Learn
from the Great Depression

A White Paper by The Boston Consulting
Group, June 2009

The Clock Is Ticking: Preparing

to Seize M&A Opportunities
While They Last

A White Paper by The Boston Consulting
Group, May 2009

Collateral Damage, Part 6:
Underestimating the Crisis

A White Paper by The Boston Consulting
Group, April 2009

Collateral Damage, Part 5:
Confronting the New Realities

of a World in Crisis

A White Paper by The Boston Consulting
Group, March 2009

The Next-Generation Investment
Bank

A White Paper by The Boston Consulting
Group, March 2009

Living with New Realities:
Creating Value in Banking 2009
A report by The Boston Consulting
Group, February 2009

Collateral Damage, Part 4:
Preparing for a Tough Year
Ahead: The Outlook, the Crisis

in Perspective, and Lessons

from the Early Movers

A White Paper by The Boston Consulting
Group, December 2008

Collateral Damage, Part 3:

Asia, Advantage, and Action

A White Paper by The Boston Consulting
Group, November 2008

Collateral Damage, Part 2:

Taking Robust Action in the Face
of the Growing Crisis

A White Paper by The Boston Consulting
Group, October 2008

Collateral Damage, Part 1:

What the Crisis in the Credit
Markets Means for Everyone Else
A White Paper by The Boston Consulting
Group, October 2008

A Wealth of Opportunities

in Turbulent Times: Global Wealth
2008

A report by The Boston Consulting
Group, September 2008

The Return of the Strategist:
Creating Value with M&A

in Downturns

A report by The Boston Consulting
Group, May 2008
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