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Since our 2007 Survey, the world of the
wealth manager has become far more
challenging. With asset values down,
lower trading volumes and clients focused
on lower margin products, revenue
prospects are severely reduced. Clients
are expecting more from their wealth
manager, are asking difficult questions and
looking for assurance. Client relationships
appear less secure. Additionally,
governments and regulators are increasing
the pressure on wealth managers in a
variety of ways.

As a reaction to this, wealth managers are
returning to their core — focusing on
trusted advice and the long-term client
relationships that have traditionally been at
the very heart of the business. In an
economic downturn, companies move up
and down performance and profitability
league tables more than at any other time.
Wealth managers who successfully
redefine their business models now will

PricewaterhouseCoopers is delighted to bring you this latest edition of our Global Private Banking and
Wealth Management Survey, ‘A new era: redefining ways to deliver trusted advice’.

retain leadership during the subsequent
economic upturn. The logic is simple and
compelling: businesses have to plan to
succeed in a downturn if they are to have
any realistic chance of winning when good
times return.

The current environment offers real
opportunities for those wealth managers
with the agility and ability to adapt their
strategies, people and processes to
address gaps in the market. In our view
there are three underlying themes that will
define the future of the industry:

e The emergence of ‘Nouveau
Classic’ banking;

e Adaptation of business models,
specifically the drive for process
efficiency and improved service; and

* Increasing political, fiscal and
regulatory pressures.
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Foreword

Emergence of ‘Nouveau
Classic’ banking

The trusted relationship, the very
foundation of wealth management, has
been damaged. Clients are feeling bruised
and have become disillusioned with
financial institutions. There is a sense that
some wealth managers might have placed
short-term revenue goals — and not client
interests — at the heart of their businesses.
As a consequence client loyalty has
declined. Clients are now raising the bar,
demanding higher standards of service
and advice, coupled with simplicity and
transparency. They want to understand
precisely what they are investing in, where
it is held and how it is valued. This poses
challenges for wealth managers, not least
of which is the level of transparency that
clients require.

With markets likely to remain volatile for
some time, clients will demand that
information on their exposures is readily
available. Yet many wealth managers
simply cannot provide real-time data. In
volatile markets, the inability to provide a
higher level of transparency dramatically
impacts on an institution’s ability to be a
true ‘trusted advisor’. We see this as an
historic crossroads for the industry.

Clients are not looking for complex
products, promising high yield, but rather
trusted and independent advice that can
address their needs both in the short term
and longer term.

The economic crisis has presented

Client Relationship Managers (CRMs) with
challenges that they have neither the
experience nor the skills to deal with.

If quality of advice is the real differentiator,
then wealth managers need to arm their
CRMs with the relevant skills, tools and
training so that they can fully meet the
needs of their clients.

Wealth managers can no longer afford to
be all things to all people. They need

to be clear both on where in the market
they can win and where they want to
participate. Service offerings need to be
tailored across all segments. Only then
can wealth managers deliver services in a
profitable manner, which meet the needs
and expectations of clients. It is a time
for change — redefining the delivery of
trusted advice.

Adaptation of business
models - the drive for process
efficiency and improved service

With a natural gearing to financial
markets, wealth managers’ revenues have
fallen sharply.

Wealth managers will increasingly look to
introduce new revenue models that are
more predictable over the long term by
replacing commissions with service
charges and fees. Such changes will be
challenging, but managing revenues in this
way will help avoid making deep cuts in
times of market distress.

With revenues falling, there is great
pressure to cut costs. Yet wealth
managers’ relatively fixed cost bases
make substantial reductions difficult to
achieve without removing people.

To manage costs, wealth managers need
to evaluate their business models: hard
decisions need to be taken on what
wealth managers focus on within their
own businesses — what it is that
differentiates them — and look to cease
or outsource non-core activities and
processes. Technology infrastructures and
processes within wealth management
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have traditionally been an area of under-
investment, and have resulted in a

host of one-off solutions and manual
workarounds. Operating models will need
to be reshaped and processes improved if
wealth managers are to succeed in the
long term.

The successful wealth manager will
maintain investment, and prioritise
long-term efficiency gains before
short-term cost cutting. With most Chief
Executive Officers (CEOs) still anticipating
mergers and acquisitions in the market,
the challenges of integrating operations
and people within those organisations will
be considerable and require a long-term
view on investment. Those that continue
to invest sensibly, while making the
significant cost reductions that most CEOs
participating in the Survey believe are
attainable, will protect their margins.
Finding and leveraging the ‘sweet spot’
of profitability has never been more
important.

Increasing political, fiscal and
regulatory pressures

Two years ago it would have been
unthinkable that governments would have
substantial stakes in banks, many of
which have large wealth management
operations. State ownership and wealth
management do not naturally sit together
but many clients now actually view state
ownership as providing welcome stability
in the short term.

History indicates that a financial crisis
leads to new regulation. Following an
unprecedented financial crisis, it is logical
to anticipate an unprecedented regulatory
response. New regulations will impact

on wealth managers both directly and
indirectly. For example, the European
Commission is proposing to regulate
alternative investment fund managers
and similar measures could be introduced
elsewhere.

With governments facing unprecedented
fiscal pressures, a consequence is that so
called ‘tax havens’, international private
banking centres (IPBCs), have increasingly
come under the spotlight. Governments
now expect financial institutions not to

engage in or support ‘unacceptable’ tax
planning and institutions will be required
to enforce client compliance.

There is a complicated set of political,
fiscal, social and regulatory drivers at play
here. The implications of such change will
be far reaching: many mainstream
financial institutions might find that
connections with ‘light-touch’ financial
centres will no longer be commercially
viable, and some wealth managers will
look to reduce the number of centres they
use to limit potential risk. While there has
not been a change in OECD policy, there
has been a very considerable step change
in the level of political pressure being
brought to bear. IPBCs without the
political clout to stand up to such pressure
are particularly likely to feel the impact.

Some are predicting the end of offshore
banking. However, while the era of
competitive advantage via secrecy is
drawing to an end, and we move to

an era of ‘compliant confidentiality’,
IPBCs will doubtless adapt over time to
these new challenges, and new centres
will also emerge.
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We would like to take this opportunity to thank all the organisations
who participated in our Survey

Wealth managers need to plan for a tax-
transparent world, taking steps to ensure
that product ranges, sales techniques and
messages are fully compliant with new
regulations. Organisations need to think
carefully about where they place clients’
funds, as well as the vehicles and
techniques they use to serve their clients.
Exactly how this will play out over time
remains to be seen, particularly with
government very much ‘inside the tent’.

A new era

Against the current background of
financial turmoil, the wealth managers that
emerge as leaders will not only do what is
required for survival in the short term.
They will also be agile and innovative
enough to respond to the demands of the
new wealth management landscape in a
way that builds long-term competitive
advantage. The business of wealth
management has changed for good and
some of yesterday’s business models
have clearly failed. Only those wealth
managers that understand this will thrive
in this new era.

Thank you to all who
contributed

Our Survey would not be a success
without significant industry participation
and we would like to thank the 238
organisations based in 40 countries that
took part. We hope that you find this
Survey insightful and thought-provoking
and we would be delighted to discuss
in detail your feedback on the issues
raised within it. Please do not hesitate
to contact us or your usual
PricewaterhouseCoopers contact.

Finally, we would like to thank the
entire PricewaterhouseCoopers team
who have worked together over
many months to produce such an
insightful report, in particular the
Global Editorial Board.

We are looking forward to the
next edition.

The PricewaterhouseCoopers Private
Banking and Wealth Management
Leadership Team



PricewaterhouseCoopers Global Private Banking and Wealth Management Survey 2009

Key survey headlines

Key survey
headlines

After several years of accelerating
growth, the economic crisis has brought
wealth management’s expansion to a
screeching halt.

Placing clients at the centre of the
business model, providing objective
advice and possessing a strong brand
are now key to success.

Taking care of the client provides

its own rewards — the most profitable
wealth managers have significantly lower
ratios of clients per CRM across each
wealth segment.

Client service - disciplined
segmentation lifts quality

Servicing strategies must define and
address specific client segments, with
differentiated offerings designed to
support clients’ needs throughout all
stages of their lives.

Disciplined segmentation will not only
help wealth managers tackle today’s client
service challenges, but also allow services
to be offered to specific clients in a more
cost-effective manner.

Products and services -
delivering ‘Nouveau
Classic’ banking

Wealth managers are seeking to redefine
trusted advisor status.

In the wake of investment frauds,
transparent product offerings, together
with robust suitability and due diligence
processes, are critical not only to drive
customer value but also to protect the
reputations of wealth managers.

Product and service offerings need
to be clearly aligned with client
preferences and financial goals,
while also being operationally
efficient for the wealth manager.
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Key survey headlines

Today’s economic crisis presents
challenges for which CRMs have neither
the experience nor the training.

If quality of advice is to be the real
differentiator, CRMs need to develop
stronger advisory skills, as well as
expanding their knowledge in areas such
as tax and risk.

As governments and regulators drive
change in reward structures, long-term
compensation and development packages
must encourage client-centric behaviours
and CRM loyalty.

COOs at successful wealth managers
must make changes to their operating
models to reduce costs, while
simultaneously investing to support
and drive business growth.

Many COOs surveyed believe there are
significant cost savings that can be made
over the next two years and place process

efficiency towards the top of their agendas.

With two-thirds of CEOs identifying
acquisitions as continuing to be a part of
their growth strategy, there will certainly
be significant challenges around the
integration of operations.

Robust risk management is the guardian
of every wealth manager’s reputation.

Poor risk management when selecting
products for clients has been an evident
weakness — undermining many
established wealth management brands.

In this new era, risk management
must come of age. Its application
must be holistic and driven by clients’
expectations.
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what to do now?

The business model of wealth managers
has been designed primarily for growth.
The strategy of growth is realised through
the aspired ‘relationship of trust’ between
the client and his CRM or externally
through the acquisition of CRMs and/or
competitors. In recent boom years this
growth has accelerated and at the same
time yielded high levels of profitability that
fuelled the attractiveness of the wealth
management sector. In the 2007 edition of
our Survey, prior to the current financial
crisis, Chief Executive Officers (CEOs)
were still convinced that more than

30% growth would be achievable in the
coming years.

With the benefit of hindsight this turned
out to be a fallacy. The growth story came
to a screeching halt in 2008. Assets
under management (AuM) have shrunk
considerably. Disillusioned by the
negative performance of their invested

assets, clients have become more risk
averse, moving into cash and less risky
instruments (with lower margins for wealth
managers). This also reduces trading
activity. As a result, wealth managers’
revenues have shrunk considerably.

In addition, clients require much more time
and attention from their CRM. Poor
performance needs to be explained and
efforts to retain clients intensified. These
developments should not have come as a
surprise to most veterans of the industry,
since wealth management is not a pure
growth business, but is exposed to
significant cyclicality. The last downturns
(the oil crisis, the internet dotcom bubble
and several local crises) and their
repercussions ended the independence or
the existence of a number of small and
mid-sized wealth managers.
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Performance in crisis — what to do now?

To make things tougher, the relatively fixed
cost base of institutions cannot easily be
adjusted in the near term. The effective
wealth manager would first start by
looking at the largest cost block, which

is the front office (see Figure 1). Cutting
there could, potentially, expose the wealth
manager to the risk of further client
attrition, since fired CRMs might take
some of their clients with them. This could
also threaten to overload the remaining
client advisors and further exacerbate
revenue decline.

Our Survey suggests, however, that the
large majority of CRMs take significantly
less than 40% of ‘their’ client assets when
they change employer. This is significantly
less than the perception in the industry.

In the back-office, costs are largely

fixed and therefore controlling unit

costs is challenging. The only meaningful
way to reduce cost would be to close
down locations and centralise or
outsource back-office activities. Such an
exercise could, however, prove very
expensive in the short term and pay-offs
might arise only in the distant future,

if at all.

Figure 1: The cost distribution of an average wealth manager

5%
8%

9%

[ Front office staff

[l Other internal staff / personnel
IT systems and processes

B Property and facilities
Other

[l Sales and marketing activities

Outsourcing

Source: PricewaterhouseCoopers
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The best way to escape from this cost
trap is to grow through acquisition of new
clients or increasing the share of wallet
from existing clients. In the current
environment, where most markets are
contracting and competition is fierce, this
is something of a predicament. There are,
however, still wealth managers that were
able to grow in 2008, mainly through
growth of share of wallet from existing
clients. This shows that a good client

relationship rewards even in difficult times.

The wealth managers with the best
performance, however, poached CRMs
twice as much as the average.

Smaller wealth managers have a unique
opportunity to profit from the damage to
large global wealth managers, hit by the
current financial crisis. Indeed, across the
industry we see CRMs both moving to
rivals and starting up their own boutiques.

For most wealth managers, new ways

of regaining acceptable levels of
performance have to be found. What

has determined the winners and the losers
of the present crisis? Many things have
been said in the marketplace. But what is
myth and what is real? Our respondents
highlighted several key elements of

future success.

350

Average clients per CRM
— — N N w
[ o () o (o) o
o o o o o o
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90 83
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$500,000 to less ~ $1 million to less ~ $20 million to less

than $1 million than $20 million than $50 million
Client net worth

Average of the 10% of participants with the lowest cost/income ratio

More than
$50 million

Source: PricewaterhouseCoopers



A wealth manager’s core business is to
develop and cultivate the client
relationship, but very few firms can truly
live up to that promise. Our Survey shows
that the most profitable wealth managers
have significantly lower ratios of clients
per CRM in the different client segments
(see Figure 2), which shows that taking
care of the client really does provide its
own rewards.

In a crisis context, the main concern
should be the sustainability of the client
relationship. This goal can be achieved
more easily, if the client base is clearly
defined and clients feel emotionally
attached to the CRM. Clients must,
therefore, be placed at the core of
business models. Servicing strategies
must address specific client segments,
with differentiated offerings and effective
delivery channels.

Furthermore, CRMs need to develop
much stronger advisory skills, as well as
raising their knowledge in areas such as
tax and risk. Long-term remuneration and
management development packages must
be redesigned to encourage responsible
behaviour and delivery of consistently
good client advice.

Brands in wealth management are usually
built up over time, often steeped in history
and rich with tradition, showing a long and
successful track record in the industry.
Brands must convey a feeling of security
to their clients that allows them to commit
their money to an entity existing for
decades, or even centuries. The majority
of the most efficient and fast-growing
wealth management firms in our sample,
however, define their brand mainly through
their client base (see Figure 3). A strong,
brand-defining and marketable client

base is an important success factor for
wealth managers.

PricewaterhouseCoopers Global Private Banking and Wealth Management Survey 2009
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Successful wealth managers use a
strategy of differentiation and emotional
elements to market their brand, as
opposed to only stating who they are and
what they do. There is a need to be more
than exquisite premises, walnut panelling
and crystal - it is about trust, security and
performance. In an industry where trust is
the foundation of the business, winning
players consistently rely on a strong
brand. The financial crisis has shown us
the soft underbelly of a strong brand:

it takes decades to build but can be
destroyed in a moment.

Many claim that economies of scale help
in building a high performance wealth
management organisation. Our Survey
suggests very clearly that there is no
direct link between size and profitability

(in terms of cost/income ratio). How large
an organisation is has little bearing on how
profitable it is and size simply for size’s
sake does not appear an attractive goal
for wealth managers to pursue.

That said, many wealth managers still
consider growth attractive. Almost
two-thirds of CEOs place acquisitions in
their growth strategy for the next two
years. Interestingly, these acquisitions are
limited to the home markets. Very few
respondents envisage acquisitions across
borders, preferring to probe new markets
by sending CRMs on visits. In the new era
of tightened regulations, the fly in/fly out
model increasingly appears questionable.

Cross-border expansion could also
expose wealth managers to additional
regulatory and tax risks. In general,
acquiring another wealth manager might
not always be the best option to take
capacity out of the market, since
synergies are not always obvious.

1%

46%

Source: PricewaterhouseCoopers

1 client segment served

2 client segments served
I 3 client segments served
8 4 client segments served

5 client segments served



Many wealth managers have adopted an
opportunistic catch-all strategy covering a
broad range of client segments. 46% of
wealth managers provide services across
the five wealth segments (see Figure 4).
Profitability of the segments varies
considerably. However, our respondents
clearly state that the segments of wealth
management covering clients from

US$ 0.5m to US$ 20m, are most profitable
(see Figure 31 on page 49 for wealth
pyramid). This raises the question: what
has happened to ultra high net worth
(UHNW) and very high net worth (VHNW)
individuals (AuM >US$ 20m) as well as
affluent clients (AuM <US$ 0.5m)?

The affluent boom of the late 1990s seems
to be declining. Wealth managers have
realised that their over-serviced clients
often add little to profitability. The hopes
that their AuM would grow, allowing
organisations to see this segment as a
captive channel for core wealth
management, were rarely justified, and the
segment has become even less attractive
during the crisis. At the other end of the
client range, UHNW and VHNW individuals
should be seen almost as small
institutional clients in terms of both

required sophistication and demand for
lower margins. For catch-all players,
UHNW and VHNW individuals might add
to a wealth manager’s prestige but not
necessarily to profitability. Wealth
managers seeking to operate in these
segments must have the necessary scale,
systems and product mix to do so
profitably.

Overall, organisations must continually

optimise the profitability for each segment:

products/services mix, staffing ratios and
level of operational support.

Most wealth managers offer a wide variety
of products and services. They buy most
of these from other providers, although
they produce some themselves. Indeed,
4% of respondents even claim to

produce all offered products in-house
(see Figure 5). Our Survey suggests that
wealth managers producing their own
products are not necessarily any more

profitable than the pure ‘product sourcers’.

Additionally, in-house products bear the
potential dangers of conflicting interests
and higher reputational risk.

PricewaterhouseCoopers Global Private Banking and Wealth Management Survey 2009
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Performance in crisis — what to do now?

The crisis shows us that high-margin
products, often produced in-house, can
be too complex for both CRM and client.
If complex and specific products (eg,
absolute return products) have a very
negative performance, not only the client,
but also the wealth manager can suffer,
since reputation is ultimately at stake.

Open architecture combined with quality,
independent advice increasingly seems to
be a value-adding proposition for both the
client and the wealth manager. If products
are manufactured in-house, they must
address a specific market or client need
and should be fully aligned with the
strategy and the specific client base

of the organisation.

Figure 6: In your opinion, as CEO, by what percentage can your organisation cut its

operating costs?

0% -5%

28
5% - 10%
40
36
10% - 20%
50
>20%
10
0 10 20 30 40 50

[ All participants Il Average of the 10% of participants with the lowest cost/income ratio

Source: PricewaterhouseCoopers



The easiest way to address challenges to
profitability seems to be an increased
emphasis on cost cutting. Most CEOs
report the potential to cut costs by 5%
or more in their own organisations

(see Figure 6). Among the most profitable
respondents, 60% of CEOs indicate they
can cut more than 10% of the total

cost, which would increase their
profitability even more.

However, just saving cost is not enough.
A crisis is a unique opportunity to rethink
the array of issues surrounding services
and clients, and to decide which ones
add value to the business and which ones
do not.

It is an opportunity to manage out
activities and services that do not add
value and to focus more consistently on
the needs of profitable clients. In addition,
it is an opportunity to address the
cyclicality of the wealth business.

Cost structures need to be made more
flexible, allowing wealth managers to
adapt quickly not only to market upturns,
but also to downturns.

Given the cyclicality of financial markets,
one can be sure that fortunes will always
ebb and flow. Attacking the structure of
costs is not easy, but it could be the best
way to be prepared for whatever the future
has in store.

PricewaterhouseCoopers Global Private Banking and Wealth Management Survey 2009
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Client service - disciplined segmentation lifts quality

Client service -
disciplined segmentation lifts quality

02

Servicing strategies must define and address specific client segments, with differentiated offerings designed
to support clients’ needs throughout all stages of their lives. Disciplined segmentation will not only help
wealth managers tackle today’s client service challenges, but also allow services to be offered to specific

clients in a more cost-effective manner.

After a slump in asset prices and a
number of investment scandals, many
wealthy clients have lost significant

trust in their customer relationship
managers (CRMs) and their institutions.
Clients are demanding higher standards
of service from their wealth managers.

If they do not receive this service, they are
far less forgiving.

Indeed, indicating the client’s degree of
scepticism about the quality of CRMs’
advice, 53% of the private clients we
surveyed said that their primary source
of financial advice was now their own
independent research and knowledge.

Faced with such difficult client
perceptions, wealth managers need to
significantly raise their standards.

They must focus on placing clients at the
very heart of their business models.

Disciplined segmentation of the client
base, accompanied by tiered service
offerings, is an ideal way to do so.

By differentiating between the needs of
the diverse wealth segments, and
thoroughly understanding them, wealth
managers can significantly improve their
ability to give clients the high levels of
service they require. Yet while our Survey
shows wealth managers are becoming
increasingly more sophisticated when
segmenting their clients, only 19% match
this with distinct tiered offerings — clearly
this provides an opportunity for further
evolution in the quest to meet clients’
expectations.
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Client service - disciplined segmentation lifts quality

Figure 7: In segmenting your organisation’s client base, what criteria are you

currently using?

Current assets
Potential assets
Geography
Investment style
Client attitude to risk
Profitability by client
Income levels
Product mix usage

Language

Age / life cycle

0 20 40 60 80 100
% of participants

Source: PricewaterhouseCoopers

current assets, many respondents are now
applying behavioural criteria, such as
‘investment style’ or ‘attitude to risk’ (see
Figure 7). This is an increase of more than
40% since 2007 and represents a clear
step forward because it gives CRMs a far
more complete and multi-dimensional
picture of clients’ values and behaviours.
We also report the increasing use of

Tailoring services to well-
defined client segments

Servicing excellence depends on CRMs’
abilities to capture and to understand
client needs and expectations. Here, our
Survey shows increased sophistication.
While 86% of respondents are still
segmenting their client bases according to

‘potential assets’ as a key element of
segmentation. This demonstrates the
increasing importance of segmentation for
clustering client relationships according to
their revenue potential and calibrating
servicing levels accordingly.

When addressing varying client needs,
wealth managers indicate that they serve
distinct client bases. For example, the
highest wealth segment is a very
concentrated asset pool, representing
13% of respondents’ assets under
management (AuM), with just 5% of
clients holding these assets. In contrast,
the lowest two segments (US$ 100k to
US$ 1m) represent 60% of the global
client base and account for 39% of AuM.

The core segment of wealth management
(US$ 1m to US$ 20m) is represented by
36% of AuM and 28% of clients.

Family offices and multi-family offices are
more difficult to define. While at a macro
level they are the very top of the wealth
pyramid, they are often not included in
routine analysis when viewed at individual
levels. Obviously, these distinct wealth
bands have considerably different
servicing needs, while representing a rich
and diverse set of relationships.

There are also variations by the maturity
of wealth and also by geography.
Entrepreneurs account for a rising
proportion of clients — an average of one
third of our respondents’ client bases.
They tend to be the most sophisticated
and demanding clients, whereas inheritors
are often more conservative and focus on
advice about transferring wealth between
the generations.

Interestingly and as a highlight of the
changing multi-polar nature of financial
services as global wealth shifts eastwards,
Asia Pacific appears to have the highest
share of entrepreneurs at 43%. Inheritors
have greater importance elsewhere,
especially in the EMEA region where they
represent 24% of clients and continue to
be a major source of opportunity.

While the wealth pyramid is more
diamond-shaped in Asia Pacific, with
participants servicing mostly High

Net Worth and Very High Net Worth
individuals, it is more traditionally pyramid
shaped in EMEA and the Americas,
where the percentage of mass affluent
clients is higher.
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Client service — disciplined segmentation lifts quality

Figure 8: Which of the following are the most important strategic areas on Figure 9: How has the current economic crisis impacted on

which you as CEO currently spend time? your organisation?

Acquisition and retention of clients Asset attrition

Managing through economic downturn We have taken this opportunity to strategically grow

Managing risk

Across-the-board budget cuts
Improving profitability

We benefited from a flight to quality 43
Cost reduction/business refocusing
Head-count reduction 26
Investment performance
Client attrition 25
Acquisition and retention of key staff : b
Entry into new markets Business divestment 6
0 50 100 150 200 250 300 0 10 20 30 40 50 60
Sum of weighted ranked responses % of participants

Source: PricewaterhouseCoopers Source: PricewaterhouseCoopers

This highlights the difference between an
Asia-Pacific market mostly driven by first
and second generation wealth and the
maturity of the US and EMEA wealth
management markets. Correspondingly,
we also observed differences in the
investment goals of the wealthy according
to their geographical origin.

With client acquisition and retention now
topping Chief Executive Officers’ (CEQOs)
agendas (see Figure 8), we contend that
rigorously defining client segments and
providing tiered service propositions that
are profitable and of high quality will help
wealth managers to tackle today’s client
service challenges.
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Client service - disciplined segmentation lifts quality

Client attrition has been reported by 25% of respondents while 43%
have benefited from a flight to quality.

Figure 10: Given the current global economic crisis, what have been your

organisation’s tactics to retain clients?

Increased client contact directly by CRMs

Increase in advice to clients / portfolio rebalancing

Increase in reporting and research information to clients

Investment in services to clients 44
Marketing the ‘flight to quality’ of our organisation 41
Educational events for clients 40
Reduction in fees charged to clients 13

0 10 20 30 40 50 60 70 80 90 100
% of participants

Source: PricewaterhouseCoopers

Clients are rewarding
high-quality and trusted
service

For all wealth managers reviewing their
‘go-to-market’ strategies, our Survey
indicates that CRMs are struggling to
provide sufficiently high levels of client
service. With our participants ranking
reputation and word of mouth as the
primary reasons why new clients join them
and the source of 53% of net new clients,
there is clearly scope for improvement.

Client referrals have, traditionally, been the
reward for excellence in relationship
management and their importance will
continue to rise, especially as clients
continue to seek asset protection and
trusted relationships. Clearly, failure to
understand client needs today is likely to
result in a loss of market share tomorrow.

Client attrition has been reported by 25%
of respondents, while 43% claim to have
benefited from a flight to quality over the
period surveyed — indicating that some,
but not all, wealth managers have suffered
from a combination of brand attrition and
ineffective client service (see Figure 9).
Gains in some cases are a result of

unannounced transfers of assets by
concerned clients. Indeed, following
recent investment scandals, referral
networks have become somewhat brittle
in the face of greater demand for
transparency and increased due diligence.

More contact with the client is today’s
most common retention tactic.

More than 90% of wealth managers
surveyed have seen their CRMs increase
interactions with clients and for 69% of
organisations the frequency of advice to
clients has increased (see Figure 10).
Some 49% are providing clients with
additional insights on market trends

and product performance, while just
13% have reduced fees — confirming that
in the current market pricing is not a
primary differentiator.
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Evidently, few wealth managers are using
proactive tactics to address issues arising
from the crisis, as only 55% of
respondents appear to have formal client
retention programmes — a dangerous
omission in current market conditions.
Informal communication with CRMs
remains the key metric for measuring
client satisfaction, followed by the reactive
monitoring of client complaints.

When we surveyed private clients, 59%
reported that they were rarely asked to
comment on the quality of service they
received, while 35% said this only
happened about once a year. Prospective
client relationship management is a

far more effective tool than after-the-event
analysis of why assets were lost.

But are these tactics enough to ensure
clients’ loyalty? No they are not, as only
38% of respondents are able to retain
more than 50% of assets upon
inter-generational wealth transfer.
Systematically capturing client
disengagement signals not only limits
attrition but can also improve client
revenue potential.

Even though CRMs are spending more
time today contacting their clients (40% of
their time against 30% in 2007), 65% of
them regard this as insufficient to provide
an adequate level of service. This is a
major threat in a client-driven market,
where the front office needs to
demonstrate better than ever before that it
genuinely understands client needs, and
has the ability to increase share of wallet
on a trusted advisor basis.

Our experience confirms that in wealth
management CRMs will not be able to
elevate service levels sustainably without
significant investment. Such investment
should support a true client-centric
organisation that addresses multiple
channels with robust front-office
technology tools.

Market turbulence has caused clients to
switch their goals from investment
performance to wealth preservation.

This is the essence of ‘Nouveau Classic’
banking. Consequently, clients now expect
more attention, keener insight and much
greater transparency. Quite simply, they

want their needs and expectations taken
care of and are less tolerant when this
does not happen. For their part, wealth
managers are striving to bridge any
expectation gaps, retain clients and
optimise revenues.

Our Survey shows that client-centric
servicing can successfully satisfy both the
client and the wealth manager.

Yet this year’s Survey also reveals

a gap between CRMs’ perceptions of
excellence and the reality of delivery.
This is illustrated in an analysis of those
respondents that believe in being
client-centric and those that really are.
For example, although the majority of
CRMs believe they have reached ‘trusted
advisor’ status, some 20% admit they
do not completely understand client
expectations and investment objectives.

The benefits of focusing on client
requirements are clear, as 64% of
respondents report that doing so has a
positive influence on gross margins. In our
view, these discrepancies highlight the
difficulties some players have in clearly
understanding their clients and building
sufficiently client-centric models.

Wealth managers must, therefore, work to
understand their current and target client
segments, leveraging business intelligence
and management information to better
appreciate investment patterns, share of
wallet, channel preferences and
profitability. Only through rigorously
evaluating their existing client base, and
ensuring that clients are placed in the
appropriate segments, can wealth
managers truly optimise their
segmentation strategy.

With CEOs identifying the strength

of client relationships as their
organisations’ main differentiator, and the
majority of our Survey respondents
appearing not to tier their product
offerings to clients effectively, the potential
for improvement can not be ignored.
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PricewaterhouseCoopers Viewpoint: Transparency — the new gold standard

We see the move to greater transparency as a part of the critical shift to more holistic
client service and a much more proactive level of risk management reporting around
private clients’ wealth. We believe this shift will define successful client relationships
in the new era. Clients will demand transparency in how wealth managers keep them
appraised about their wealth, their holdings, and how these are being transacted,
processed and managed. We see transparency as the new currency that clients will
use to judge whether wealth managers are delivering true value as trusted advisors.

In essence, transparency is about different types of data and information, viewing
wealth from the client’s point of view, and putting the two pieces together. Private
clients tell us that they want their wealth managers to “...treat my money as though it
were their own”. Transparency will ensure that clients see a much richer degree of
detail and a more immediate perspective on their wealth.

Clients across all wealth segments are asking for a more comprehensive view of their
personal balance sheet and net worth. For wealth managers, this means increasingly
moving from data-specific and ‘end-of-cycle’ reporting to near real-time client
information flows. Transparency includes comprehensive client reporting of advanced
analytics (risk, forecasting, customised benchmarking and other balance sheet level
types of analyses) matched to specific client needs and delivered through effective
channels, including online. The more complex a client’s wealth profile, the more
important a truly transparent perspective becomes to ensuring that a wealth manager
will meet their clients’ expectations.

The service expectation is clearly around sharing greater and more detailed
information about market, credit and operational risks. We see clients seeking
increased assurance from wealth managers. They are looking for answers about the
integrity of networks, personal data and security, as well as the soundness of
processing counterparties. Wealth managers are struggling to decide how to respond
to these client demands for increasingly greater insights around the strengths and
weaknesses of often globally distributed processing. Increasingly, we see risk
management being extended to capture more data around operational performance.

This shift also manifests itself in changes to investment vehicle preference.
Aggregated reporting and a rise in tailored product vehicles such as wrap accounts
globally, and separately managed accounts particularly in the Americas, are all a
response to demand for vehicles that can be identified as belonging to specific
clients. These represent a significant evolution from traditional point in time ‘snapshot
reports’ of pooled client information. The real wake-up call for wealth managers is

that preparing themselves for this kind of client interaction and reporting will take
time and require investment.

Going forward, wealth managers will face increased challenges around how they
manage the cost and efficiency of different service delivery options. Clients of wealth
managers are already sharing their frustrations. They tell us in the Survey, they would
“like to receive statements more regularly and.... ideally online”. These challenges are
in reality choices around cost, and the level and quality of what is delivered to
specific client segments at all levels of the wealth pyramid. Clearly one size does not
fit all. Wealth managers will have to make tough business decisions around which
client segments get which services and where to best deploy robust tools and
expensive data.

All ‘interested parties’ - clients, stakeholders, regulators, investors and governments
— want to better understand the quantitative and qualitative aspects of transaction
processing. Interestingly, it is governments that ultimately might drive the move to
greater levels of transparency as part of their asset remediation programmes with
their demands for new and different kinds of information.

It is not just quantitative valuation information but also insight into the circumstances,
potential risks and fiscal health of those providing service throughout the transaction
and investment lifecycle. Transparency also encompasses qualitative factors around
the strategies wealth managers use to protect their clients’ assets in vulnerable
market situations. The days when end-of-month statements and paper-based
reporting around positions would serve as acceptable levels of client service are
gone. The reality of today’s new era is that transparency will come to define brand in
terms of winning new business and retaining assets.
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Products and services -
delivering ‘Nouveau Classic’ banking

03

Wealth managers are seeking to redefine trusted advisor status. In the wake of investment frauds,
transparent product offerings, together with robust suitability and due diligence processes, are critical not
only to drive customer value but also to protect the reputations of wealth managers. Product and service
offerings need to be clearly aligned with client preferences and financial goals, while also being operationally

efficient for the wealth manager.

Respondents recognise that becoming
the client’s ‘trusted advisor’ is the best
way to acquire and retain assets in today’s
volatile environment. Some 60% of

Chief Executive Officers (CEOs) anticipate
moving to an advice-led model

with a full open architecture for externally
sourced products within the next two
years, contrasting with the 53% that use
this approach today (see Figure 11).

With open architecture increasing
commoditisation and driving down fee
levels, CEOs are doing what they can to
protect profitability. For this reason, 26%
of CEOs believe they will still leverage a
combination of producer/distributor
models. By bundling proprietary and
third-party products together — assuming
in-house investment performance allows
this — CEOs can avoid paying away
margins to third-party product providers.

Figure 11: Which of the following best describes your business model, now and

in two years’ time?

Advice-led model
(fully open architecture)

Both producer and
distributor models

o

B Now W ntwo years

Primarily 12
producer-led model 7

Primarily 11
distributor-led model 7

10 20 30 40
% of participants

50 60

Source: PricewaterhouseCoopers
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Globally, clients currently favour more
transparent and less risky products with
lower margins. For wealth managers, there
are some ways of mitigating the damage
to profit margins. For example, our Survey
shows some specialist investment
products, which tend to be higher margin,
are growing in popularity for specific
clients. There is also some evidence that
respondents are beginning to charge for
advice. Furthermore, we have found that
some wealth managers are seeking to
increase the efficiency with which they
deliver products and services.

Where it is profitable to do so, wealth
managers are also making family office-type
offerings available to less affluent clients
while still seeking to exploit the potential of
the concentrated assets of Ultra High Net
Worth clients and family offices.

Yet the trusted advice part of this new
model remains elusive. As our Survey
reveals, only 53% of client relationship
managers (CRMs) believe they have
attained trusted advisor status. Aware of
the need to improve the quality of advice,
wealth managers are increasingly
concentrating on ensuring that
consistently high-quality advice lies at the
heart of every client relationship.

Putting advice first

There is a trend for wealth managers to
move from transaction-driven to advice-
driven businesses, with a likely associated
shift from commission-based revenues to
fees. In certain markets, and especially
for the lower end of the wealth pyramid,
they are creating new advice-centric
processes. While there is no single
standard model, these processes

often include:

e Comprehensive and recurring financial
planning;

¢ Robust up-front and ongoing
investment product due diligence;

e Customised portfolio modelling;

e Crisp statements of goals and
objectives; and

e Comprehensive client reviews,
facilitated by aggregated reporting.

Through doing so, these wealth managers
aim to improve both their clients’ results
and their own profitability. For example, a
large US-based institution recently found
that where CRMs made financial planning
the cornerstone of client relationships,

Figure 12: What do you, as CEO, consider to be your organisation’s current top

differentiating factors?

Strength of client relationships
Brand value

Quality of CRMs

Provision of comprehensive, integrated wealth
management planning approach for clients

Access to best of breed open architecture products
Global presence and knowledge

Investment performance

286

50 100 150 200 250 300

Sum of weighted ranked responses

Source: PricewaterhouseCoopers

they generated more revenue with lower
rates of attrition.

Such advice processes reinforce the
‘strength of client relationships’ that CEOs
identify as their organisations’ foremost
differentiating feature (see Figure 12). They
cite brand value and quality of CRMs as
the second- and third-most important

differentiating factors for wealth managers.

By contrast, respondents viewed
‘dissatisfaction with service/advice
received’ as one of the main reasons for
client attrition.

For less wealthy clients, wealth managers
are increasingly directing that CRMs follow
specific advice-centric processes. At the
same time, they are investing in front-
office technology and leveraging more
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inexpensive support staff to optimise Meeting client demands i . ] .
CRM productivity. Comprehensive g Figure 13: How important do you, as business head, rate the following product/
financial planning processes are for transparency service offerings in terms of serving your clients over the next two years?
increasingly becoming the foundation The natural consequence of more open
of C“?nt rela.tlonshlps, and 'nClIUde architecture and advice-driven business Tax and _ 51
ongoing reviews for changes in goals models is greater transparency. The estate planning
and circumstances. financial turmoil and various investment fduciary sarjoss s

. scandals have highlighted operational risk .
In this way CRMs, and wealth managers ) 9nlg P New investments BB
as a whole can have more effective tools issues never considered before. As a Hedge funds and

. ) . result clients are demanding transparenc oCge Iind an 22

for managing and growing client ) 9 P y structured products _

. . at a level never considered before. L
relationships. Furthermore, wealth Family office - 20
managers are, increasingly establishing Clients want greater disclosure around Sustainability

A . . 9 ! o
explicit guidelines supporting how client areas such as products, services and investments
portfolios will be managed. These business relationships. As far as products Philanthropy K
essentially document and formalise the are concerned. wealth manaaers are Shariah products
B ice’ . . L . and advice
trusted advice’ process. increasingly avoiding more esoteric and

, . less liquid products such as derivatives or -60 40 20 0 20 40 60 80 100

In selecting products that fulfil target alternative vehicles. Consequently. these % of participants
allocations, wealth managers are seeking : q Y, B Very unimportant [l Unimportant Important | Very important

products are less likely to be found at the
core of client portfolios — instead they tend
to be used more as diversification tools.

to develop robust client suitability and
due diligence processes. The goal is to
ensure that recommended products are

Source: PricewaterhouseCoopers

; : : For wealth managers, this adds a layer of i i
su|table:_rom ?tqth ”i'_‘ ar»::]ﬂ: h In terms of business relationships, clients due diligence Th?ay need far more d};tail Developing tailored products
erspectives. It is critical that wea i )
rpn anzgers continue to develop these \évantllto :”OW more albout op;ratldorgalf than ever before about the operational and ~ With open architecture meaning that
processes in the wake of recent V\?;i'\ ﬁ’ :)r;;r\y:;;irigr?gsr:]s;e hase ore. counterparty risks of the products in which  similar products can be available to many
high-profile incidents in financial services. custody of their assets? What is the they invest client assets. institutions there is increased downward

pressure on fees. To differentiate their
offerings, wealth managers need to tailor
their product offerings to specific client
needs and segments. For example, some

creditworthiness of that organisation?
What are the implications of the terms of
the custody agreement?
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In the wake of recent scandals, wealth managers are seeking to
develop robust due diligence processes to meet the increasing
demands of clients for transparency.

are putting emphasis on entrepreneurs,
professionals and specific ethnic groups,
as well as retirees and their beneficiaries.

Wealth managers that do so effectively
will deliver and meet clients’ needs and
achieve greater asset stickiness for their
organisation.

In our Survey, 87% of CEOs say they
regard inter-generational products and
services to be a priority and 68% consider
retirement products to be key. Providing
estate- and trust-planning services and
vehicles, and identifying and understanding
the target beneficiaries’ investment
preferences and risk tolerances will be
crucial to wealth managers. There is clearly
room for improvement in capturing
inter-generational wealth transfers, with just
38% retaining more than 50%.

Socially conscious investing is a growing
investment theme: 55% of respondents
view sustainability products as at least
‘important’ over the next two years

(see Figure 13).

Just 18% regard investments complying with
Islamic Shariah law as at least ‘important’,
but based on what we observe in the

activities of several large global players, their
importance appears likely to grow.

Wealth managers targeting specific
segments, particularly the mass affluent,
are looking to combat fee pressure
through products that are operationally
efficient and inexpensive to distribute,
while being transparent and clearly aligned
with client preferences and financial goals.

Providing high-value
products and services

In addition to the core advice processes
wealth managers employ to achieve
trusted advisor status, many are offering
an array of supplementary services.
Targeted at specific segments of clients,
these offerings aim both to improve trust
and to create additional revenue streams.

For example, 37% of respondents have
developed products and services tailored
to family offices. Family offices, together
with the Ultra High Net Worth and Very
High Net Worth segments, are also being
targeted with separate and distinctly
branded offerings such as aggregated
reporting for transparency and risk
management.

Figure 14: Which of the following services has your organisation invested in

providing to family offices?

Strategic asset allocation

Estate and tax planning

Access to open-architecture products
Trust / estate administration
Family succession planning
Aggregated reporting - statements
Multi-jurisdictional tax preparation
Custody

Philanthropic services

Aggregated reporting - online
Family education

Lifestyle management

80

% of participants

Source: PricewaterhouseCoopers

Furthermore, to address family hierarchies
and the importance of catering to
beneficiaries, some wealth managers are
offering ‘softer services’ such as family
education, succession planning and
‘lifestyle management’ (see Figure 14).

In some markets such as the US these
services are increasingly being offered
online, which we see as a significant and

growing area of opportunity for wealth
managers as they embrace emerging
family relationships. In terms of execution,
only 7% of respondents have partnered
with family office technology vendors but
this trend is likely to increase.
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People management practices need to be
reviewed to ensure that appropriate
training is provided and, where possible,
experience can be hired to help navigate
through these turbulent times.

If quality of advice is to be the real
differentiator, wealth managers need to
provide CRMs with relevant tools and
skills — and do so quickly.

The people agenda needs to remain one
of the priorities of senior management to
ensure a sustainable foundation for
growth. Success will depend on how well
businesses can adapt to the new
economic environment and provide their
CRMs with the right incentives to develop
and deliver client-centric behaviours over
the long term.

With Chief Executive Officers (CEOs)
fighting to salvage the reputations of their
organisations and retain disillusioned
clients, the people agenda is no longer a
top priority — in the short term at least.
Acquisition and retention of talent has
fallen from being their number two priority
in 2007 to seventh today (see Figure 8 on
page 18).

Falling profits have dulled demand for
CRMs in the front office. As a result of the
increased need for CEOs to focus on
operational issues, such as improving
finance and risk functions, there is a need
to hire better quality middle- and back-
office staff to manage these functions.
Making these functions increasingly robust
will support credibility with clients in the
long term.
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There is no longer a danger that an
inability to recruit sufficient CRMs will slow
business growth. Consequently, demand
for CRMs is expected to fall by 24%
globally over the next two years

(see Figure 15). Regionally, EMEA and
Asia Pacific are anticipating falls of 45%
and 17% respectively, while the Americas

Decrease of 24%

Decrease of 45%

Decrease of 17%

Increase of 1%

are expecting a negligible increase

of 1%. This is in stark contrast to 2007,
when demand for CRMs globally was
expected to grow by 32% over two years.

Generally, the fall in EMEA can be
explained by the fact that recruitment of
CRMs there was more aggressive than
elsewhere during the boom years, thus the
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economic slowdown has created a far
greater need to reduce headcount.

That said, evidence from the industry
suggests recruitment is not following any
regional trend but is firm-specific at
present, reflecting an organisation’s ability
to perform through the crisis.

Clearly the balance of power has
changed, and currently rests with
employers and potential employers.
For those wealth managers still hiring,
and many are, the focus is on selective
poaching of CRMs who have the talent
and experience needed to navigate
through these difficult times. From a
defensive perspective, wealth managers
need to be careful to retain such
valuable individuals.

Many CRMs have neither the experience
nor the training to deal with the challenges
that today’s economic crisis brings to
wealth management. Aside from the
obvious difficulties of managing volatile
investment portfolios, their communication
skills have been found wanting as they
have to deliver bad news to clients and
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Lack of ability to adjust to change quickly
Lack of client relationship skills

Lack of understanding of risk

Lack of global experience

Lack of business experience

Lack of product knowledge

Lack of ability to lead others

Lack of understanding of tax issues

Lack of ability to collaborate

Source: PricewaterhouseCoopers

respond to mounting frustration and
increasing demands for greater
transparency.

Given this backdrop, it is perhaps not
surprising that wealth managers identify
the three most common areas of
weakness for CRMs as an inability to
adapt to change, lack of client
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relationship skills and poor appreciation
of risk (see Figure 16).

Indeed, CRMs realise they have
shortcomings. They identify client
relationship skills and taxation as the two
areas where they would most like to
receive additional training (see Figure 17).
Considering that CRMs expressed the

Softer skills including client handling
Taxation updates

Inter-generational wealth transfer
Financial markets updates

Product training

Strategy update

Compliance and regulatory updates

Philanthropy 40

Source: PricewaterhouseCoopers

same view in our 2007 Survey, it is clear
wealth managers need to review their
training programmes.

CEOs recognise the weaknesses of their
CRMs, with only 20% considering their
CRMs of high calibre in meeting the needs
of clients. Indeed, more than a quarter of
CEOs confess that their CRMs are of only
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average ability. Given that CRMs are the
public face of their organisations and that,
after history and tradition, even CEOs
recognise them as the most important
drivers of brand value, this is a very
troubling statistic. Evidently, this is another
indication that CRMs’ training and
development programmes need

to be revised and strengthened.



Yet the number of days CRMs spend on
training has dropped, with 43% saying that
they receive fewer than five days’ training
in a year, against 34% in 2007. Such a cut
in training is understandable when budgets
are under pressure. However, the quality of
CRMs has never been more important.

If quality of advice is to be the real
differentiator, wealth managers need to
improve their CRMs’ skills — and quickly.

To their credit, CEOs do appear to
recognise this need for investment in
CRMs. Some 95% of them back the
development of a specific wealth
management qualification. Indeed, they
name graduates with wealth management
qualifications as the second most preferred
source of recruitment for the next two
years, after poaching from competitors.

While training is important, the broader
issue of long-term talent management
cannot be ignored, even in these turbulent
times when there is a strong urge to focus
on short-term survival. Market evidence is
that morale at many wealth management
companies is at an all-time low.

Redundancies, publicly tainted brands and
forced ‘shotgun’ acquisitions have taken
their toll. There is a danger that as soon as
recovery occurs and confidence improves,
CRMs will reassess their commitment to
their organisations.

Wealth managers need to ensure that they
look after their talented CRMs now,
building up levels of engagement to
prevent an exodus of talent later. Even in a
crisis, steps to engender a positive work
environment and help increase loyalty to
the organisation are critical.

Revising performance measurement
metrics and linking these directly with
individual reward, will help create clear
career paths for CRMs.

Currently, the top five factors used to
measure CRMs’ performance are
increasing assets under management,
meeting revenue targets, attracting new
clients, satisfying clients and retaining
clients (see Figure 18). In the current
climate it is difficult, if not impossible, for
CRMs to perform well against most of
these criteria — indeed they are making
CRMs demoralised and disengaged.
Wealth managers need to focus on the
factors that make a successful CRM
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Growth of assets under management
Meeting revenue targets

Number of new clients

Client satisfaction with service of the CRM
Client retention levels

Cross-selling of other products / services
Investment performance

Complaint levels

Number and volume of transactions
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Needed fresh challenge

Lack of career path

Did not agree with corporate strategy

Size / structure of remuneration package

Unrealistic expectations / pressure to meet targets

Source: PricewaterhouseCoopers
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in the current market and take steps to
measure their CRMs against a new,
more relevant set of criteria.

Having defined performance measurement
criteria, the next step is to ensure that
individuals are rewarded for their
performance against these criteria.

Wealth managers continue to struggle with
removing or minimising discretion from
individual reward. The objective is to have
a transparent system where CRMs are
objectively assessed and this assessment
directly affects their levels of reward.

With so much emphasis on long-term
client relationships, the HR function needs
to focus on building long-term career
paths for CRMs. When those who had left
a wealth manager in the past two years
were asked for their two top reasons for
leaving, CRMs stated the need for a fresh
challenge, and the lack of career path -
they ranked remuneration only a distant
fourth (see Figure 19).

For 47% of wealth managers, the
average length of CRMs’ service is fewer
than five years. CRMs need to stay for
significantly longer if they are to develop
long-term client relationships, particularly
at the higher levels of the wealth pyramid.
Similarly, as graduate recruitment
becomes a more popular way of hiring
CRMs, there is a greater need to build
career paths that retain talent and build
experience over the long term.

Only 25% of CRMs have personal
medium-term career and development
plans in place that have been agreed with
management. Unless CRMs understand
what their objectives are, and these are
aligned with the strategic aims of their
organisations, they are unlikely to stay for
long periods of time. In fact, just 39% of
wealth managers have formal employee
retention programmes.



When it comes to leadership, there

are similar shortfalls in development.
While building leadership capabilities is
cited as the third most important people
issue, it is telling that 71% of wealth
management organisations do not have
formal succession planning even at the
corporate board level. Indeed, 61% do not
have it in place for middle management.
Regulation could likely enforce formal
succession planning at board level, but
failure to plan for continuity creates
long-term risk and at worst it can lead
to serious business issues and result in
loss of clients.

With CEOs recognising that quality of
advice is increasingly the key differentiator
for wealth managers, only long-term

compensation structures can reward
CRMs for the kind of behaviours that
foster long-term relationships. Indeed,
wealth managers increasingly recognise
the misalignment between reward
structures and business objectives — only
29% of HR managers agree that the way
their people are rewarded contributes to
desired business outcomes.

Governments and regulators are fast
becoming a key driver for change in
reward structures across financial
services. They are demanding improved
compensation structures in response to
the perception that short-term bonus
schemes partly contributed to the financial
crisis by encouraging excessive risk
taking. Aside from the make-up of
compensation, regulators are also pushing
for a much stronger alignment between
business and client objectives and
compensation.

PricewaterhouseCoopers Global Private Banking and Wealth Management Survey 2009
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Amendment of current bonus structure

Greater percentage linked to long-term goals

Larger long-term incentive awards to fewer employees

Move from discretionary to more formulaic bonus schemes

Increased one-off retention payments

Source: PricewaterhouseCoopers
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Some wealth managers realise they
should change compensation structures to
drive more client-centric behaviours and
to encourage CRM loyalty. These
organisations will focus on aligning bonus
and remuneration with desirable
organisational behaviours, and rewarding
long-term client service, rather than
focusing strictly on revenues and assets
under management (see Figure 20).
Remuneration structures with long-term
pay outs will also encourage CRMs to stay
in place at organisations, reducing the
amount of CRM poaching.

By changing reward structures,
organisations can achieve real benefits.
Of the wealth managers who changed
compensation structures in the past two
years, 81% saw an improvement in

staff motivation and 78% reported a
greater ability to retain high-performance
employees. Obviously, this helps

wealth managers to provide clients with
excellent service.

Disappointingly, though, the appetite for
change is mixed, with 55% of wealth
managers having no plans to change their
reward structures over the next two years.
There is a strong sense of ‘first mover
disadvantage’. We should not, though,
underestimate the possibility that
regulatory pressure will force
organisations to act.
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The people agenda - a new strategy required

PricewaterhouseCoopers Viewpoint: Moving to a new reward model

Wealth managers might not appear directly involved in the apparent compensation
excesses that have stimulated political and regulator involvement in financial services,
yet they are inevitably swept up in the widespread change taking place.

In the wake of the credit crisis, searching questions are being asked about whether
compensation systems helped to fuel excessive risk taking.

We have conducted extensive research into how financial services organisations are
planning to change remuneration structures. What is clear is that there is support for
longer term compensation strategies, but no one wants to move first — particularly with
more ‘draconian’ measures such as bonus claw-backs and deferrals.

Yet governments, regulators and shareholders are putting the financial services sector
under renewed pressure to improve remuneration practice.

Regulation

With the notable exceptions of the UK Financial Services Authority, the Swiss Federal
Banking Commission, the Australian Prudential Regulation Authority and the US
Treasury, regulators have yet to take direct action regarding executive compensation.

The G20 asked the Financial Stability Forum (FSF), however, to review the supervision
and oversight of compensation. Those expecting a vague set of principles from the FSF
will be surprised by their hard-hitting and specific nature. Applying to all significant
financial institutions, these include:

¢ Boards of directors must take responsibility for overseeing and reviewing
compensation and must have appropriate expertise to do so;

e Financial and risk control functions must take a significant role in compensation
design and oversight, and be appropriately and independently remunerated;

e A mixture of judgment and quantitative measures should be used to adjust
compensation for all types of risk, including difficult-to-measure risks;

e Compensation design should mitigate imperfect risk adjustment through balancing
individual, business unit and overall firm performance, with compensation deferred
where appropriate and a suitable mix of cash and equity used; and

e Enhanced disclosure about compensation to key stakeholders.

Regulators must ensure rigorous and sustained oversight of compensation and, by
working through the FSF, ensure even application across institutions and jurisdictions.
Material progress in the implementation of the principles is required by the 2009
remuneration round — full implementation must take place as soon as possible.

The FSF clearly believes that the power of incentive systems at times over-rode
internal risk controls. Risk needs to be aligned with compensation in order to
prevent this happening again. Given labour market pressures in the industry, the FSF
considers this can only happen through sustained external pressure, co-ordinated

at the global level.

Whether or not smaller wealth managers are directly impacted by the FSF guidelines,
it is certain that they will be affected eventually as compliance with the guidelines
becomes common practice.

Reward in the new environment

Ultimately, all wealth managers should aim to achieve best practice. When considering
remuneration strategy for 2009/2010, there are a number of structural and strategic
issues to keep in mind:

¢ Incentive payments should be based on performance measures that adequately
account for the risk taken in producing profits over the long term;

¢ Bonus pools should not be struck below the level at which cost and risk
can be allocated;

¢ Rewards should be aligned with the risk profile borne by the organisation;

¢ Deferrals should be linked to the realised profitability of the business on which the
bonus was based;

¢ A significant proportion of managers’ remuneration should be based on divisional or
group-based bonuses; and

e Compensation design should be considered a key business competence and
integrated into wider people management.

With the 2008 reward round completed, now is the time to consider how future reward
strategy will adapt to this new and challenging environment.
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delivering client value and cost efficiency

Supporting growth is the number one
objective on the agenda (see Figure 21)
for COOs. This was also observed in our
previous Surveys. Operations need to
support market initiatives that can drive

Supporting and enabling business growth 353

Cost reduction through enhanced efficiency

revenue growth. They also need to deliver Risk management
client value and ensure that cost-efficient

workforces still have the scalability to Becoming more customer-orientated
support volumes that will grow in the

medium term. Ensuring legal and regulatory compliance
Recognising strategic competencies and Increasing organisational change agility

developing these as competitive in-house
capabilities is part of the COQO’s
responsibility. Over the next two years 0 50 100 150 200 250 300 350 400
COOs expect a 5% reduction in the
outsourcing of portfolio management.
Additionally, they expect a 7% reduction in
the outsourcing of tax advice, which

Setting up new operations/branches

Now B In two years Sum of weighted ranked responses
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currently is the business function most
likely to be outsourced in wealth
management.

If wealth managers are to do this they

will not only need to build effective
infrastructure, but also significantly up-skill
their Client Relationship Managers (CRMs).

Similarly, functions that were historically
regarded as core competencies but are
now recognised not to be strategic
differentiators are being outsourced.
For example, an 8% increase in the
outsourcing of trading/executing and
payments is anticipated.

Client communications strategy is also a
key focus for COOs. To date, particularly
outside the US, the overriding majority of
client communication has been handled
through monthly reporting and regular
discussions with CRMs. During the
financial crisis, however, it became
apparent that most clients required more
regular and even real-time reporting around
their overall positions. For those without

this level of functionality, faxing statements
upon request was regarded by clients as
simply failing to meet their needs.

These issues are compounded when
clients want to know their net positions
across multiple accounts. Aggregated
client reporting is a function that 42% of
COOs’ organisations are not yet able to
provide. For those who do not yet offer
aggregated reporting, 66% plan to offer
such statement capability within the next
two years. Aggregated reporting is a
technical challenge — of these, 87%

will need to first undergo system and
process upgrades.

While not an immediate priority, survey
respondents predict that online client
service platforms will become a top five

operational priority over the next two years.

Those able to provide such client
interfaces, through the internet and
handheld devices for example, may be
able to increase client loyalty and free their
CRMs to focus on higher value client
interactions.
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Information security, client data protection
and privacy have become top priorities.
The media highlights discoveries of
departing staff finding ways to extract or
generate client contact lists, potentially
including information on account sizes and
account numbers. Wealth managers and
regulators are reviewing client data security
as a critical legal and reputational priority.
Technical difficulty in encrypting client data
held in mobile and laptop devices poses
one problem, as does the practicality of
restricting and tracking access to client
names and contact information.

CEOs regard use of technology as the
weakest element of their organisational
capabilities and 63% of COOs expect to
increase their IT spend in the next two
years. Long-term investment is required;
indeed, 82% of COOs will undertake some
form of major core system upgrade,
including 36% who will introduce
enterprise-wide solutions for their
organisations.
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Investment in systems can deliver much-
needed functionality to front-office staff
such as enhanced portfolio management or
performance analysis tools, as well as
supporting major efficiency gains through
the automation of legacy manual process
workarounds.

Reengineering and reorganising
for efficiency

While growth is the top priority for COOs,
unsurprising yet somewhat of a
contradiction, is that short-term cost
cutting is their next-highest priority. CEOs
certainly believe that there is ample room

Figure 22: What are the top key operational strategies that you, as COO, currently

employ to support your business objectives?

for costs to be reduced, with 36% of our
respondents estimating that 10% to 20%
can be eliminated, and 18% estimating that
reductions greater than 20% can be
achieved with more aggressive
non-traditional programmes (see Figure 6
on page 14).

Process reengineering is an obvious place
to start, with 84% of Finance Directors
expecting process efficiency projects to be
a cost-control strategy, and process
automation appearing second in our COOs’
list of top operational strategies (see

Figure 22). This trend is present globally in
every region. It is present even in Asia
Pacific, where arguably systems are

Figure 23: In an average month, what proportion of time do you, as CRM, spend on

the following activities?

Reviewing and improving CRM front-office systems
Process automation

Improving client reporting systems
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Improving performance-tracking metrics
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Ensuring legal and regulatory compliance
Integration of new systems

Rationalising systems

Adopting e-platforms to allow clients to service themselves
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relatively newer. The result is that in every
region market growth and changes have
occurred at a faster pace than systems
have been able to keep up with, resulting in
manual process workarounds.

CRMs today spend 16% of their time on
administration and error resolution (see
Figure 23). This is comparable with the
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17% spent on the much more valuable
marketing and prospecting. Even more
concerning is that this is double the time
spent on investment research and
analysis. Clearly, better use of tools to
free up time will be the hallmarks of

the successful wealth manager in the
near- and longer-term.
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Outsourcing through the use of open
architecture is one technique that wealth
managers continue to use. Wealth
managers recognise that by outsourcing
product manufacture or even whole
business functions, such as trust
administration or settlement, they can
either reduce operating costs or achieve
greater flexibility in matching costs to
market demand.

Shared services is a structural strategy
that has the potential to unlock more
significant cost savings. The obvious
choices include supporting processes
such as Human Resources and
Information Technology (IT). Taking IT

as an example, COOs expect to increase
the use of regional and global hubs

(see Figure 24).

Shared service concepts can be applied
more widely in back-office functions. For
example, operations functions such as
payments can be shared with that of retail
operations within a parent banking group.

The financial case for many such moves is
based upon economies of scale through
servicing much larger volumes, or in the
greater capability afforded by combining
small teams of highly specialised
resources into centres of excellence.
Shared service decisions should not be
taken lightly. This is particularly true for
business process outsourcing decisions
focused on operational efficiency.

There can be a difficult transitional period
with challenges around service delivery
risks, service-level maintenance and
monitoring issues, along with potential
loss of control and negative impact on
client service.
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While wealth managers plan to reduce
operating costs, a level of industry
consolidation in the sector appears
inevitable. Some 88% of CEOs expect at
least some consolidation in the sector in
the coming two years, with 34% expecting
substantial consolidation. Indeed, 63% of
CEOs regard acquisitions as part of their
growth strategy over the next two years;
more than double the projected rate of
acquisitions in our previous Survey.

Inorganic growth through mergers and
acquisitions can be a reasonable approach
to growth. It can provide the acquirer with
a complete package consisting of new
clients, their accounts, CRMs and the
operational environment necessary to
service them.

For COOs, mergers and acquisitions pose
an increased challenge. This is a reflection
on the way operating models have been
engineered. Expectations upon or after an
acquisition might start with wanting to
cross-sell products and services, and later
on combining front-, middle- and back-
office teams in order to combine strengths
and gain economies of scale. The reality,
however, is that current operating

models are highly individualised.
Integrating live business functions

is a risky, time-consuming and

complex exercise.

The work of COOs is perhaps harder now
than it has ever been before. Needing to
support growth, while also making
significant cost reductions will be a strain
on project resources. COOs must obtain
and direct resources wisely and avoid fire
fighting in order to best position operations
for the medium- and longer-term.



There are a variety of options and approaches to the infrastructure supporting private
banking and wealth management. Managing costs around every aspect of infrastructure
including people, processes, technology and data is vital to future success, now more
than ever.

Transformational change starts at the 20% savings level. To secure real savings, wealth
managers will need to go well beyond making minor headcount reductions in middle-
and back-office support functions such as IT, operations, and finance and deliver
transformational change. We believe success might include use of techniques pioneered
in other industries — without in any way compromising the quality of client advice.

Typically wealth managers have restricted cost savings to performance-based
headcount reductions. While straightforward, these typically only yield modest savings,
which are simply not of sufficient scale to sustain competitive advantage in today’s
market. Minor cost-saving initiatives will only drive a continuation of lower levels of
performance. They are no substitute for more substantive operating model reviews.

With many wealth managers having now completed their first round of operational cost
cuts, success in future phases will depend on re-evaluating all aspects of their
businesses. Wealth managers could draw on non-traditional tools and techniques,
including those from outside financial services.

Centralising organisational structures: Diversified wealth managers are reviewing how
they can run different divisions and distribution channels such as brokerage, private
banking, trust and family office using shared support services. The governance and
purchasing power advantages of centralisation can yield savings for certain functions,
such as in procurement and legal, however, other functions are more difficult to
centralise across divisions. The key is balancing consolidation objectives with
uniqueness around specific value propositions.

Pruning and tailoring the investment process: Although historically not the first target
for savings, there is significant cost-cutting potential hidden in the operational aspects
of many investment activities. For example, research can be divided between data
gathering and manipulation, analysis and publication. Only analysis needs to be retained
by true investment personnel. Other functions can be centralised or even outsourced.
Fund accounting, portfolio management and other processes can also be restructured
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or outsourced. Clearly investment in front-office automation provides superior tools, and
a powerful form of leverage for a smaller, better trained and efficient team of CRMs.

Increasing open architecture and sourcing: The variety of sourcing options has
expanded significantly in recent years. In particular, wealth managers are embracing
outsourcing for more and more components of the value chain. We see white labelling
and open architecture increasing as wealth managers define and focus on their core
competences and outsource other more commoditised processes, and products.
Services and platforms for accounting, operations, performance and risk measurement,
investor reporting, tax and portfolio management are now all available under several
different delivery models, ranging from outsourced, to internally hosted platforms.

How organisations structure and resource different sourcing models will be key drivers
of future savings.

Managing the cost of transparency: Following recent investment scandals, wealth
managers have increased responsibilities, and costs associated with delivering customer
information. The escalating pace of new regulation is a significant and unplanned cost
for operations. The ultimate consequences of this are far from clear but there appears no
end in sight to increased regulatory overhead and cost. This includes performance
transparency and client suitability of product offerings, as well as due diligence of
third-party investment managers. In an attempt to ‘hold the line’, management has to
become more creative. Using automated portfolio management systems to reduce cost
is just the start. Some wealth managers will narrow the scope of their investment
offerings, giving rise to staff reductions in the product management and support
organisations. Greater automation of the due diligence process, through electronic
attestation and improved reporting will facilitate more transparent information and free
up resources.

Learning from outside financial services: The techniques needed for achieving
transformational change can often be learned from outside financial services. Wealth
management can leverage many of the supply chain and customer experience lessons
that other industries use to achieve greater operational efficiency. We see lean
manufacturing techniques and enhanced customer experience programmes relevant
throughout the wealth pyramid and such appraisals can teach many lessons about
achieving breakaway performance, increased efficiency and cost reduction.

In our view, 20% cost savings is the threshold that tomorrow’s leaders must cross
in terms of their wealth management operations. Wealth managers should explore
non-traditional solutions with an open mind.
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protecting the client promise

Following the financial crisis and recent
investment frauds, wealth managers are
concentrating more than ever on managing
risk. For Chief Executive Officers (CEOs),
risk and its consequences has become
the third most important strategic area

on which they are currently spending

their time.

At the same time, the focus of risk
management is changing. Today, Survey
respondents view counterparty risk as
their number one concern, with client and
product suitability as their number three
concern. In two years’ time, client and
product suitability is expected to rank first,
with counterparty risk sliding to number
four (see Figure 25). Once the immediate
crisis has passed, wealth managers
anticipate concentrating more than ever
on whether they are selling clients
appropriate products — which is highly
relevant considering the overwhelming
importance of appropriate advice today.

Wealth managers have gained a far
better understanding of the overall
importance of risk management. They are
naturally becoming more cautious and
tending towards extra layers of control.
When doing so they must improve on
yesterday’s risk management shortfalls
but also anticipate the risks that will
accompany tomorrow’s opportunities.
Strong risk management is a process of
making informed decisions across the
entire spectrum of risk to which a client
and the institution are exposed.

For those working in financial services, the
past 18 months has been a rollercoaster
ride. As management now turns to focus
on how to improve risk management —
and doing so while minimising constraints
on the business — there is a need to be
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Figure 25: What do you, as risk officer, believe will be the key areas of risk

needing to be addressed by your organisation in two years’ time?

Client and product suitability
Operational processing errors
Mis-selling/Inappropriate advice
Counterparty risk/Credit risk evaluation
Investment performance

IT risk

Market risk

Data security

Fraud risks
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Figure 26: Which of the following best describes your organisation’s approach

to risk management, now and in two years’ time?

Loss prevention and governance reporting

Risk quantification (value at risk)
and alignment to objectives

Focus on stakeholder value and integrated risk
and value management focusing on linking
performance and capital efficiency

CEO sponsors and promotes enterprise
risk management programme
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proactive. The past has proven that aiming
simply to ensure regulatory compliance is
not enough. Risks around liquidity,
operations and third-party product
selection have not been mitigated
sufficiently across all industry players.

Risk management needs to be embedded
in the wealth manager’s overall business

strategy. While the majority of wealth
managers have invested in strengthening
their risk management processes over the
past few years, only 27% of CEOs are
very confident that they have appropriate
risk frameworks in place to identify,
monitor and measure risk across their
organisations. Wealth managers

need to gain better control of risk

Source: PricewaterhouseCoopers

management on a holistic basis in order to
capture and manage all business risks.

frameworks are less than five years old,
it is clear that risk management needs

. . to be continually evolved.
Those that continue to operate risk,

business planning and performance
management in silos are particularly
vulnerable to unforeseen or misjudged
risks. With 62% of Survey respondents
reporting that their risk management

The most common method of risk
management reporting remains loss
prevention and governance reporting
(see Figure 26), as was the case in our
past two Surveys. Yet, significantly, 36%



PricewaterhouseCoopers Global Private Banking and Wealth Management Survey 2009

of risk officers expect that in two years’
time their approach to risk management
will focus on stakeholder value and
integrated risk and value management.

What has now become clear through this
economic crisis is that the risk and control
infrastructures across the financial
services industry are operating with a set
of decision metrics that were conceived
and implemented in an environment that is
no longer present. The resulting exposure
to unplanned losses and systemic risk will
continue and these will further shake the
confidence of wealth managers’ clients
and stakeholders alike.

In our view wealth managers also need to
focus on responding to increasing
customer expectations and sophistication.
As such, they need to develop risk
management frameworks that reflect and
deliver on customer expectations in the
context of the institution’s legal,
constructive and reputational obligations.

There is a need for risk management
frameworks to become increasingly
holistic. Risk management needs to be
viewed as an integral part of good
decision making, and not simply as an
after-the-event back-office function.
While 70% of wealth managers possess
board-approved risk appetite statements,
only 44% say these are fully cascaded
throughout their organisations.

Evidently, wealth managers have

some way to go before risk management
is properly embedded throughout

their organisations.

Narrow approaches to risk management
hamper an organisation’s ability to
monitor critical risk interdependencies.
An organisation is then less able to
discern the consequences of other
decisions it makes in an increasingly
volatile business environment.

Governments and regulators are rapidly
becoming a driver for change in reward
structures across financial services and
are demanding improved risk aligned
compensation structures.

When setting performance-related
compensation, wealth managers must
go beyond simply ensuring regulatory
compliance — which 47% of wealth
managers say is a very important factor.
This is not simply about completing
‘Know Your Customer’ checks and
suitability checklists — behaviours and
performance need to encompass a broad
consideration of risk.



Linking business risk indicators with key
performance indicators can be achieved.
Encouragingly, 40% of wealth managers
have policies in place that assess whether
compensation policies and practices are
consistent with the organisation’s
corporate culture, long-term objectives
and strategy. Unsurprisingly, considering
the regulators’ increased interest, this is an
area wealth managers are looking to
enhance over the next two years.

Failures and client disappointment with
the array of complex financial products
introduced over the past few years have
damaged the wealth management
industry. Collapsing markets have
significantly shrunk clients’ wealth, while
investment scandals have eroded trust.
Many clients perceive that the wealth
manager’s promise — to protect clients’
wealth today, tomorrow and for

generations to come — has been
compromised.

Developing successful strategies for
investing in such complex investments
requires an understanding of their risks.
CEOs have clearly identified this as an
area of weakness among Client
Relationship Managers (CRMs). Yet if risks
associated with products are not
adequately understood, then on what
basis can wealth managers responsibly
invest their clients’ wealth in such
products? CRMs need to have sufficient
knowledge to make informed decisions
about the structuring of clients’ portfolios
in the context of their stated objectives,
circumstances and risk appetite.

It is not surprising then that the primary
area of risk that wealth managers
anticipate addressing in two years’
time is client and product suitability.
Furthermore, this is closely followed by
the risks around mis-selling and
inappropriate advice.
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At a time when open architecture is
increasing, product liability issues around
suitability and regulatory compliance are
certainly concerns. Clients look to their
wealth managers for wealth protection.
This means selecting appropriate
products, regardless of manufacture,
which requires robust due diligence
processes covering the increasingly
broad and complex potential range

of investments.

Over the past few years the costs of
compliance have increased for most
wealth managers. Respondents anticipate
that these will continue to rise. The key
drivers are mounting regulatory
requirements, as well as evolving

client expectations and demands

(see Figure 27).

History shows that following financial
crises, regulators tend towards extra
layers of control. New regulations on
increased capital requirements, amended
commission and fee models, risk-aligned
reward and compensation structures are
all in various stages of enactment.

The regulatory burden and its cost will
only increase in the near term. For global
wealth managers, keeping abreast of
changing regulations across different
jurisdictions is a huge task. The
fundamental shift in western governments’
attitudes towards offshore tax planning
means that wealth managers operating
within certain jurisdictions will come under
greater scrutiny. No doubt the regulatory
burden is one reason why 68% of CEOs
say they will not open up operations in
new countries over the next two years.

The importance of robust risk
management to the brand has never been
more important. The majority of Survey
respondents state that enhanced
reputation is the primary benefit of risk
management. In the past 18 months,
some reputations have been severely
damaged by failures of risk management.
One of the primary lessons of the financial
crisis for wealth managers is that
appropriate and robust risk frameworks
are absolutely essential.
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PricewaterhouseCoopers Viewpoint: International private banking centres —

finding the value proposition in a new world

Currently US$ 7.3 trillion? of private banking assets are held in international private
banking centres (IPBCs) outside clients’ jurisdictions. The largest of these is
Switzerland, managing 27% of global ‘offshore’ assets, followed by the UK,
Luxembourg and other centres. In recent months, pressure has been ratcheted up
on IPBCs. This pressure has taken two forms: on the one hand, direct pressure on
the centres themselves to agree to exchange of client information and, on the other
hand, ‘carrot and stick’ policies directed at High Net Worth individuals. The ‘carrot’
is in the form of tax amnesties; the ‘stick’ is enforcement action. So what is the
value proposition of IPBCs in today’s environment?

IPBCs are important to the private banking and wealth management market,
competing in the context of international taxation. While optimising taxes is an
important reason for some clients to open accounts in IPBCs, there are other good
reasons for doing so — not least clients’ desire for stability and for safety in these
uncertain times. Globalisation and the increasing mobility of wealthy families are
creating new challenges for financial institutions. IPBCs are often well prepared to
deal with international families and individuals, employing experienced and
multilingual wealth management professionals and providing specific products and
services. Many IPBCs have long histories and strong brands in global wealth
management, conveying values appreciated by wealthy individuals and families
from around the globe, including tradition, honesty and confidentiality.

Major reasons for wealthy clients to have assets managed in IPBCs include wealth
creation and preservation. Wealthier clients from the Middle East, Asia, Latin
America and Africa often seek relatively more stable political and legal frameworks
and financial systems, and value confidentiality deeply. Independent of any changes
in their home country, the stability they find in IPBCs allows them to preserve and
accumulate family wealth over several generations. Many commentators expect to
see relatively more private wealth being generated in the future in emerging market
economies, yet regulatory and legal frameworks remain volatile, so ‘stability’ will
remain particularly important. Moreover, the very wealthy have a risk-averse mind-
set in the current environment and do not want to have all their wealth managed in
a single jurisdiction.

2 Source: Swiss Bankers Association.

Through international pressure for increased transparency, the competitive
advantage of IPBCs could be challenged as the era of absolute banking secrecy
evolves into a new world of ‘compliant confidentiality’. To retain and gain assets
compliant with international tax legislation, and to remain competitive, IPBCs

will need to re think the true value of their services. Aside from professional

services offered, including niche expertise, this might arise from strengths such as
infrastructure, as well as legal and regulatory frameworks. Furthermore, the relatively
small size of some centres allows them to adapt quickly to a changing international
environment, although as political pressure increases smaller centres could arguably
lose out.

The private banking and wealth management world will become more transparent
and more regulated in the years ahead. While onshore centres will manage more
private wealth than they do now, IPBCs that focus their offerings and complement
onshore services will continue to play an important role and new centres might also
emerge. A fast-changing international regulatory framework will lead to a new
generation of treaties between IPBCs and large economies, as well as the probable
emergence of expanded regulatory regimes within the EU and elsewhere.

Wealth managers will not want to impact their reputations by operating in
‘non-transparent’ or ‘non-cooperative’ jurisdictions. To emerge as leaders, private
banks and wealth managers will need to ensure that they plan for the new world
and focus on the value proposition of IPBCs and how their chosen centres deliver
their clients’ needs.
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Background to the 2009 Survey

The PricewaterhouseCoopers Global Private Banking and Wealth Management Survey 2009 reflects the
contributions of some 238 wealth managers across 40 countries (see Figure 28). The level of participation
and the time invested by organisations is an endorsement of the value the industry places in our Survey and

the analysis and insights that it brings to senior management.

Figure 28: Survey responses were received from 40 countries
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Australia Ireland Russia
Bahrain Isle of Man Singapore
Barbados Israel South Africa
Belgium Japan Spain
Bermuda Liechtenstein Sweden
Brazil Luxembourg Switzerland
Cayman Islands Malaysia Taiwan

Channel Islands Malta United Arab Emirates
China Monaco United Kingdom

Cyprus Netherlands United States of America
France Nigeria Uruguay

Germany Norway

Hong Kong Poland

Source: PricewaterhouseCoopers

Our Survey questionnaires canvassed the
full range of senior management views.
Chief Executives, Heads of Business
Units, Chief Operating Officers, Finance
Directors, Risk Officers and Human
Resource Managers all completed
specific sections. Acknowledging their
crucial role in the client experience, there
is also a section dedicated to Client
Relationship Managers.

By focusing on different areas of a wealth
manager’s business, these responses
reveal the key issues facing wealth
management on a holistic basis.
Reflecting this, our Survey is split into
six underlying sections covering:
Performance, Client Service, Products
and Services, Talent, Operations and
Technology and Risk Management.

We also present Viewpoints that discuss
the key topics we believe will shape the
future of industry.
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Background to the 2009 Survey

Figure 29: Split of participants by AuM (US$)
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Source: PricewaterhouseCoopers

Questionnaires were completed either
online or in face-to-face interviews
between December 2008 and March
2009. PricewaterhouseCoopers’
International Survey Unit located in
Belfast, Northern Ireland, which manages
numerous international surveys including
many on behalf of clients and
governmental bodies, built and managed
the online questionnaires and led

the detailed data analysis of the

Survey results.

Our Survey refers to wealth managers in
their broadest sense. Respondents
cover the entire spectrum of wealth
management, including private banks,
boutiques, local onshore wealth
managers, universal global banks and
family offices. As such they manage
assets under management of varying
sizes (see Figure 29). This diversity of
perspectives provides unique insight
into the activities of all types of wealth
managers, whatever their size, wherever
they operate and whichever client
segments they serve.
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Background to the 2009 Survey

Figure 30: Regional split of global participants
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With wealth management expanding in
developing economies, there are
respondents from countries such as Brazil,
India, China and Russia. Additionally, this
year’s Survey has its strongest ever
participation from the Americas, with 13%
of total respondents. Asia Pacific,
predominantly Singapore and Australia,
represents a further 16%. The balance,
and the majority, of participants are from
the established wealth management
nations of Europe, including Switzerland,
the United Kingdom and Luxembourg
(see Figure 30).

Many of the questions are similar to those
in previous years’ Surveys, to help identify
clear trends and track changes.

In order to identify regional differences,

a Global Editorial Board, made up of
PricewaterhouseCoopers wealth
professionals from different regions, has
worked together to analyse the Survey’s
key themes.

Where relevant, findings have been
analysed by geography to ensure that
broad averages do not obscure underlying
regional themes. Furthermore, many of our
questions have forward-looking elements
to them, providing invaluable insight into
future expectations. Our Survey continues
to use the wealth management pyramid
(see Figure 31), which segments clients

by wealth band.

PricewaterhouseCoopers also performed
a supplementary survey of High Net Worth
clients globally in order to establish where
private clients’ perceptions differ from
those of their wealth managers. Elements
of this data have been included to enrich
the Survey results.



PricewaterhouseCoopers Global Private Banking and Wealth Management Survey 2009

Background to the 2009 Survey

Our survey includes representation from the principal wealth
management jurisdictions across the globe.

Figure 31: The Wealth Pyramid (US$)

Ultra
High Net
Worth
>$50 million

Very High Net Worth
$20 million < $50 million

High Net Worth
$1 million < $20 million

Wealthy
$500,000 < $1 million

Affluent

$100, 000 - $500, 000

This report is the first release from our
2009 Survey. We plan to publish
subsequent supplements that will focus
on specific topics in greater depth,
together with more detailed data analysis.

All participants in the Survey will receive
detailed analysis in return for providing
their valuable time to complete the
questionnaires and impart information
about their businesses and how their
organisations operate.

PricewaterhouseCoopers can also
make further detailed analysis available,
including non-attributable industry
comparisons covering: type of
organisation, size, geographic reach
and service offerings tailored to
specific client requests.

All Survey information and further
releases will be available at
www.pwc.com/wealth

Source: PricewaterhouseCoopers. Note: Charts representing the ranking of criteria have been prepared using a weighted average ranking across all participants.
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The Survey was principally written by the Global Private Banking and Wealth Management leadership team,
together with the Global Editorial Board.

We received additional support from a Global Editorial Board
significant number of individuals, in

particular other members of the Luxembourg
PricewaterhouseCoopers Private Banking Etienne Hirsch

and Wealth Management network and +352 49 48 48 5459

Rupert Bruce. etienne.hirsch@Iu.pwc.com

We would like to take this opportunity to Singapore
thank everyone involved for their Kai-Wing Shiu
invaluable contributions and support. +65 6236 3282

kai.wing.shiu@sg.pwc.com
For further information on the findings of

the Survey or to request data packs, Switzerland
please contact: Pascal Froehlicher
) ) +41 58792 13 16
Timothy Prince pascal.froehlicher@ch.pwc.com
timothy.s.prince@uk.pwc.com
+44 20 7212 3344 UK
Natasha McMillan
Rebecca Juson +44 20 7804 7655
rebecca.e.juson@uk.pwc.com natasha.mcmillan@uk.pwc.com
+44 20 7212 2036
USA
Logan Allin

+1 213 356 6169
logan.allin@us.pwc.com
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PricewaterhouseCoopers
Private Banking and Wealth
Management network contacts

To discuss our Private Banking and Wealth
Management services and capabilities,
please contact the appropriate country
office representatives shown on the
following pages or visit our website:

www.pwc.com/wealth

Australia

Michael Codling
michael.codling@au.pwc.com
+612 8266 3034

Austria

Andrea Cerne-Stark
andrea.cerne-stark@at.pwc.com
+43 1 501 88 1720

Bahamas

Clifford Johnson
clifford.a.johnson@bs.pwc.com
+1 242 302 5307

Barbados

Ann Wallace-Elcock
ann.wallace-elcock@bb.pwc.com
+1 246 467 6809

Belgium

Denis Caprasse
denis.caprasse@pwc.be
+322 710 7216

Bermuda

Andrew Brook
andrew.brook@bm.pwc.com
+1 441 299 7126

Brazil

Joao Santos
joao.santos@br.pwc.com
+55 11 3674 2224

Canada

Raj Kothari
rajendra.k.kothari@ca.pwc.com
+1 416 869 8678

Cayman Islands

Frazer Lindsay
frazer.lindsay@ky.pwc.com
+ 345 914 8606

China

Alex Wong
alex.wong@cn.pwc.com

+86 10 6533 8171 (Beijing)
+86 21 2323 3171 (Shanghai)

Czech Republic

Paul Cunningham
paul.cunningham@cz.pwc.com
+420 251 152 012

Denmark

Henrik Axelsen
henrik.axelsen@dk.pwc.com
+45 39 45 99 80

Finland

Tuukka Lahkela
tuukka.lahkela@fi.pwc.com
+358 9 2280 1333

France

Marc Ripault
marc.ripault@fr.pwc.com
+33 1 56 57 1286

Germany

Rainer Wilken
rainer.wilken@de.pwc.com
+49 69 9585 6720

Guernsey

Nick Vermeulen
nick.vermeulen@gg.pwc.com
+44 1481 725089

Hong Kong

Simon Copley
simon.copley@hk.pwc.com
+852 2289 2988

India

Robin Roy
robin.roy@in.pwc.com
+91 22 6669 1360

Indonesia

Margie Margaret
margie.margaret@id.pwc.com
+62 21 5289 0862

Ireland

Timothy O’Rahilly
timothy.orahilly@ie.pwc.com
+353 1 792 6862

Isle of Man

David Churcher
david.b.churcher@iom.pwc.com
+44 1624 689689

Israel

Claudio Yarza
claudio.yarza@il.pwc.com
+972 3 795 4590

ltaly

Giacomo Neri
giacomo.neri@it.pwc.com
+390 2 6672 0567

Japan

Andrin Bernet
andrin.w.bernet@jp.pwc.com
+81 80 3445 1864
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Jersey

Mark James
mark.james@je.pwc.com
+44 1534 838304

Korea

Jae-Hyeong Joo
jae-hyeong.joo@kr.pwc.com
+82 2 709 0622

Luxembourg

Gian Marco Magrini
gian-marco.magrini@lu.pwc.com
+352 49 48 48 4013

Malaysia

Jennifer Chang
jennifer.chang@my.pwc.com
+60 32173 1828

Mexico

Jose Antonio Quesada
jose.antonio.quesada@mx.pwc.com
+52 55 5263 6070

Middle East

Prathit Harish
prathit.harish@ae.pwc.com
+971 4 304 3330

Netherlands

Rogier van Adrichem
rogier.van.adrichem@nl.pwc.com
+31 20 568 5697

Norway

Ketil Saethre
ketil.saethre@no.pwc.com
+47 95 26 0636

Poland

Marc Goessi
marc.goessi@ch.pwc.com
+48 22 523 4735

Portugal

Antonio Assis
antonio.assis@pt.pwc.com
+351 213 599 172

Russia

Ekaterina Lazorina
ekaterina.lazorina@ru.pwc.com
+7 495 967 6365

Singapore

Justin Ong
justin.ong@sg.pwc.com
+65 6236 3708

Slovakia

Peter Vazan
peter.vazan@sk.pwc.com
+4 21 2 59 350 472

South Africa
Johannes Grosskopf

johannes.grosskopf@za.pwc.com

+27 11 797 4346

Spain

Jose Luis Lopez Rodriguez
jose.luis.lopez.rodriguez@es.pwc.com
+34 915 684 445

Sweden

Sussanne Sundvall
sussanne.sundvall@se.pwc.com
+46 8 5553 3273

Switzerland

Jean-Christophe Pernollet
jean-christophe.r.pernollet@ch.pwc.com
+41 58 792 9440

Rolf Birrer
rolf.birrer@ch.pwc.com
+41 58 792 2432

Matthias Memminger
matthias.memminger@ch.pwc.com
+41 58 792 1388

Taiwan

Richard Watanabe
richard.watanabe@tw.pwc.com
+886 2 2729 6704

Thailand

Supavedee Lipiwathana
supavedee.lipiwathana@th.pwc.com
+662 344 1340

UK

Jeremy Jensen
jeremy.jensen@uk.pwc.com
+44 20 7804 3801

Natasha McMillan
natasha.mcmillan@uk.pwc.com
+44 20 7804 7655

Uruguay

Ana Pereyra
ana.pereyra@uy.pwc.com
+598 2 916 0463

USA

C Steven Crosby
c.steven.crosby@us.pwc.com
+1 646 471 4875
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PricewaterhouseCoopers Services

Services to High Net
Worth Individuals

* Domestic and international
tax advice

e Estate and succession planning

* Advice on tax efficient structuring of
business and personal assets

e Advice on tax residence, emigration
and immigration

e Tax compliance services

¢ Dispute resolution with tax
authorities

e Trust and foundation advice
and compliance

e Family office support

* Due diligence and private
equity support

Assurance

Audit services
Accounting advice
Controls assurance
Controls reporting
Governance advice
Corporate reporting
Internal audit

Taxation

Corporate structuring
Structured Finance

Tax strategy and compliance
HR and employment-related tax
Expatriate taxation

Product design and launch
Family office support

Risk Management

Market, credit and operational
risk management

Compliance and regulation
Capital risk management
Forensic services

Strategy
Strategic options analysis

Corporate finance, valuations
and transaction support

Market and client
segmentation analysis

Sustainability strategy advice
Revenue growth strategy
Client surveying

PwC Services
for Wealth
Managers

Operations

Cost reduction and operational
effectiveness

Operating model design
and transformation

Controls optimisation

Offshoring, outsourcing
and shared services support

Post merger integration services
Process re-engineering

Regulation and Compliance

Regulatory risk
assessments

Compliance remediation

Compliance function
effectiveness

Human Resources
Talent management strategy
Reward and compensation

International mobility and
tax compliance

CRM training - technical and
core soft skills

Employee satisfaction surveys
HR benchmarking

Technology
Business requirements definition
IT risk management

Systems selection, evaluation
and integration

Data security and IT
controls reviews

IT cost control and optimisation
E-enablement
Enterprise solutions

PricewaterhouseCoopers Services

Services to International
Financial Centres (IFCs)

e Review of market entry strategy

¢ Advice on the impact of new
regulation and taxes

* Human resource assessing
compliance implications of
new legislation

* Impact analysis of proposals for
doing business in new IFCs

¢ Advice on new tax legislation
to comply with international
obligations

e Comparative jurisdiction analysis

e Utility and sourcing analysis
and recommendations

This publication has been prepared for general guidance on matters of interest only, and does not constitute professional advice. You should not act upon the information contained in this publication without obtaining specific professional advice.
No representation or warranty (express or implied) is given as to the accuracy or completeness of the information contained in this publication, and, to the extent permitted by law, PricewaterhouseCoopers does not accept or assume any liability, responsibility
or duty of care for any consequences of you or anyone else acting, or refraining to act, in reliance on the information contained in this publication or for any decision based on it.

For further information about the global private banking and wealth management marketing programme, please contact Aine Bryn, Marketing Director, Global Financial Services, PricewaterhouseCoopers (UK) on +44 20 7212 8839 or at aine.bryn@uk.pwc.com.
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