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Executive summary 

The financial market crisis has brought many inherent weaknesses in the financial 

system to light. In essence, the current crisis with huge wealth destructions is a 

crisis of trust at various levels. What started out with the bursting of a bubble in 

the US has impacted almost all asset classes and regions globally. The enormous 

leverage afforded by the financial system and international accounting standards 

has acted as a highly efficient transformation mechanism. 

The simple fact is that the lack of liquidity in certain markets has resulted in a 

complete drought for nearly all asset classes. This, coupled with the requirement to 

mark these assets to market has led to vast sums of wealth evaporating. The IMF 

recently estimated that value adjustments in banks' balance sheets will reach a level 

of EUR 1.5 trillion, compared with the EUR 0.5 trillion estimated in October. This 

is taking its toll on the system as a whole: Financial institutions are wary of one 

another, spreads in markets have surged, liquidity has vanished and volatility has 

reached exceptional levels, leading to enormous write-downs. For individual 

investors we estimate losses of up to 20% of financial assets, or some EUR 6 

trillion. In other words, clients have earned nothing from holding their investments 

for the past ten years. Worse still, the crisis is beginning to show a deep impact on 

the wider world economy. 

The current crisis has not just affected the institutions that were originally engaged 

in the affected markets, it has also impacted other organizations. The global 

financial community as a whole has been hit, even some institutions that thought 

they had done everything they could to protect their operations including e.g. 

raising capital and reclassifying assets. Yet they too are suffering along with the 

rest of the global financial community.  

In this report we present the key findings of our survey of the wealth management 

industry. As part of the study, we interviewed experts throughout the industry and 

conducted an extensive survey among clients.  

The consensus view is that the lower funds under management will have some 

affect on mid-term profitability, but that they will revert back to normal  sooner or 

later. We think differently .  

In some wealth management operations during the last cycle (1999-2003), we saw 

a correction of around 10% in the value of funds under management. This resulted 

in a 15% reduction in the top-line margin and a 35% reduction in the pre-tax 

margin. During this period only some asset classes were affected; overall, net new 

money inflows were still positive.  

The business model proved to be robust and business quickly returned to normal. 

Wealth managers saw continued top-line growth and were able to increase their 

franchises across the globe.  

This time around, things are worse: 

1. Funds under management have deteriorated by around 20% within the 

space of a year ï twice as much as during the last cycle. 

2. Almost all asset classes and all regions are affected. The flight to safety 

bolstered inflows to those institutions that were thought of as safe. Most asset 

transfers took the form of cash, and are likely to remain parked for some time. 
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3. A general deleveraging trend is visible. As a result, the positive impact that 

Lombard lending previously had on both funds under management and top-

line margins is now being reversed. 

4. Given the poor performance even of those asset classes deemed to be safe, the 

expectation gap has widened dramatically. Trust has been lost. A flight to 

simplicity  in the solutions provided will put additional stress on already low 

margins. 

A large part of the cost base of the wealth management industry has expanded in 

line with the rapid top-line growth experienced in the past decade. Regulatory 

requirements have boosted the need for adjustments to the business model. The 

result has been higher cost levels. However, the cost base now seems rather 

"sticky" ï and the expected pre-tax margin crunch is likely to be substantially 

higher than anticipated. 

The key challenge for wealth managers now is to regain momentum. The outlook 

for the business context for 2009 ï and probably beyond ï is unfavorable. This, 

poses material challenges to wealth managersô business model. 

Understanding the underlying changes in the market, the players, the offering and 

their clients coupled with regulatory changes is essential to identify the adjustments 

required. As these four areas have a major impact on the value proposition of 

wealth managers, we structure our study around them (see chart below). Aim is to 

derive from our observations potential measures that management should focus on 

to regain momentum. We also debunk typical myths along the way. 

Chart 1: Outline of the study 
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Market:  Call for trust -building measures 

Calculations of market size are typically overestimated. In order to estimate profit 

pools accurately, only bankable assets should be considered. Assets that are held as 

deposits (e.g. in the Japanese postal system) or fixed in mandatory pension 

schemes are not relevant for wealth managers. The current market for wealth 

management calculated on the basis of bankable assets thus amounts to EUR 24 

trillion. In the analysis of the needs of a client, of course, all assets are relevant.  

The general consensus is that the markets in BRIC countries (Brazil, Russia, India 
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and China) remain highly attractive , despite the effect of the crisis. The 

underlying social dynamics and economic developments in these countries are 

strong. Wealth will continue to grow, fuelling the need for wealth management 

services. As demand increases and clients are willing to pay higher margins, 

profitability is likely to remain high. However, US or European wealth 

management approaches cannot simply be rolled out globally: major adjustments to 

cultural and regional aspects are necessary. In order to respond to local needs and 

cultural issues, wealth managers need a strong local presence. This requires a 

significant investment and a long-term approach.  

The current crisis involves a dramatic loss of trust and confidence at all levels. We 

are convinced that the industry needs to take determined action to regain trust. A 

greater emphasis on communication is needed to rebuild an industry on trust. 

Messages must be really understood by stakeholders. Clearly, this didn't happen in 

the past. 

 

Clients: Call for less complexity 

The losses in the market have hit investors hard, often in areas they did not expect. 

Many people invested in products and structures that were created with the precise 

aim of avoiding losses ï absolute return funds and structured products, for 

instance. But with the dramatic change in the correlation of asset classes, the 

opposite has occurred, incurring even higher losses. Underlying assumptions 

were wrong so that concepts and products failed. As a result, clients have lost trust 

in their advisors, wealth managers and the financial system as a whole.  

The results are evident: a shift away from failed product categories, a decrease 

in the share of discretionary mandates and a strong reduction in trading activities. 

In addition, many highly leveraged clients need to de-leverage and sell assets to 

cover losses or regain liquidity. Based on the results of our study, we expect the 

flight to cash and diversification of bank relations to prevail until the markets have 

regained some stability and the first positive signals appear.  

We believe that the need for wealth management services will return as soon as 

the smoke clears. But clients will have learnt their lesson, at least in the short 

term. In future they will be more critical of complex structures based on models 

and indirect ownership. They will ask more questions and expect better advice ï 

advice that takes their personal situation properly into account. This implies a 

significant increase in the capability and skills of wealth managers. It also opens up 

a great opportunity for the market.  

For parts of the client base, tax considerations might still today be one of the main 

reasons for offshore private banking. Further pressure from OECD countries on 

traditional offshore locations to cooperate in tax matters might push assets further 

afield, to other less regulated locations. However, we do not share the view that 

offshore business will vanish over time. Rather the contrary. There are many quite 

legitimate reasons to invest assets abroad ï security, discretion, access to better 

advice and superior service, for example. The tax avoidance argument does not 

apply to clients who enjoy a low flat tax on their assets in their home country (in 

CEE, for instance), but prefer to have a large part of their assets managed offshore. 

Based on our research, we expect a strong shift toward declared offshore money. 

In our opinion amnesties might play a major role in that shift, due to the large 



Wealth management study INTRODUCTION 6 | 

administrative challenges for public authorities. Furthermore, we expect that the 

EU-interest taxation agreement will be extended to include more countries and 

legal entities. At the same time, given the increase in pressure on non-declared 

offshore assets, it remains to be seen whether there is a significant shift between 

different global offshore regions. This creates another opportunity: that of helping 

clients to increase compliance of their offshored assets over time. 

 

Players: Call for  effectiveness and efficiency 

Stricter regulation and national tax requirements create a number of specific 

challenges. In the private banking business model, the relationship manager still 

plays a key role; he or she is primarily responsible for client expectation 

management, and hence customer satisfaction.  

The product-centric wealth management offering seems to have warranted a closer 

integration with investment banking and asset management. However, analyzing 

the benefits in an integrated model reveals that the benefits seem to be not 

primarily on the wealth management side. Much of the (trading) margin kept in-

house usually is allocated to the investment banking unit; furthermore the 

investment banking unit profits from lower funding costs and provision of funding 

sources. The Asset Management side benefits materially from the distribution 

power of the wealth management operation. It is also in a position to generate the 

required seed capital for new funds. Economies of scale exist in the areas of 

branding, education and training, product development, and middle- and back-

office operations. 

Strong growth in BRIC countries offers interesting opportunities. However, the 

business model must be adapted for the target clients. A regional focus is needed. 

We expect the traditional broker model to shift in the direction of the private 

banking model. This hybrid model would also be suitable in Asia as it permits 

personalized advice and strong, self-directed clients. 

Given the current dynamics, a fundamental and strategic repositioning is 

needed. The crisis and the developments ï especially stricter regulation ï have 

shown that wealth management is not a one-size-fits-all business model. Wealth 

managers who are active internationally should rethink their global service 

proposition. They must evaluate regional models that take into account not only the 

relevant regulatory environment, but also local cultural aspects.  

Now is a good opportunity to "rightsize" and realign the support and control 

environment to the new situation. We expect to see major restructuring efforts and 

an intelligent redesign of the underlying business model toward becoming a more 

client-centric efficient provider of solutions. Players who wish to be at the forefront 

when markets normalize again should take action now. 

 

Offer ing: Call for client -centric solutions 

The crisis has made it crystal clear that clients ï and relationship managers, too ï 

are often unable to cope with the sheer complexity of the offering. For most 

clients, simple, well-structured solutions are best. If a large player is able to cover 

the relevant markets and asset classes, there is little material benefit to be had from 
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open architecture (although regulators see it as adding to diversification). 

Moreover, clients want their wealth manager to take responsibility for advising 

them on controlling the risk of their portfolio. In addition, tighter regulation for 

large institutions is a positive effect. Our research shows, that less regulated 

institutions have more difficulties in the current situation.  

Understanding the client is the key in defining the appropriate investment strategy 

and selecting suitable products. This understanding comes amongst others from a 

well-structured advisory process, not simply "knowing your customer."  

Chart 2: Client segmentation based on core values 

Source: Roland Berger
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Our research shows that classical segmentation along wealth bands is not 

sufficient. Wealth is not the dominating factor that drives needs. However, 

customer segments based on values have similar behavior patterns and needs 
and can be clearly differentiated in their attitude toward financial products.  

In light of the crisis, complex absolute return structures are not likely to be much 

en vogue in the months ahead. However, core needs, such as capital protection and 

simply structured absolute return characteristics, are likely to remain important. 

These products ï and particularly the way in which they are packaged ï need to 

prove that they are able to keep the promises they make. Client advisors will have 

to inform clients better about the inherent risks and the conditions under which the 

product is expected to produce the expected results. Clients, supported by 

regulatory pressure, will require more transparency. And as soon as the market 

picks up, they will demand specific products allowing them to benefit from 

investment ideas.  

We believe that a value proposition solely based on product expertise will hardly 

be a winning proposition for the future. Wealth managers, who support their clients 

not only in investing their wealth but also in defining their individual targets and 

focusing on the particular value added of their service, will be better 

positioned to benefit from the expected recovery. Wealth managers who revert to 

the product-centric approach of the past decade will face major difficulties. 
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What has the crisis taught us so far? One thing for sure: product-centric 

approaches have endangered the very basis of the wealth management 

industry ï trust. One of the key reasons for the loss of trust is the failed promises 

in terms of capital protection. Many products and discretionary mandates have 

even underperformed their benchmarks. Furthermore, as far as the relationship 

manager incentive system is concerned, it is clear that long-term customer value 

rather than the short-term profitability of the client relationship will drive business 

success in future. Simply awaiting the end of the crisis does not seem to be a 

valid option. 

 

Moving out of the crisis ï redefining the value proposition  

Wealth managers should take a critical look at the situation they find themselves in. 

Due to the reduction of funds under management and a significant reduction in the 

gross margin the industry faces serious challenges. Based on calculations, a hefty 

30% cost reduction would still result in a pre-tax margin decline of 20%, 

translating into one third lower pre-tax profits for a wealth manager. Therefore, 

companies in this field need to focus on rightsizing their cost base and aligning 

their middle- and back-office operations to front-office growth.  

They should also start redirecting their value propositions toward their core assets: 

their clients. We believe that truly client-centric organizations suffered less during 

the current crisis than their less client-centric peers. Organizations that introduce 

client-centricity now will be much better positioned to capture the long-term 

growth trend in the industries future. 

The wealth management industry has life in it yet. We have identified five steps 

that can help transform a wealth manager from a product-centric "push" 

organization into a client-centric "pull" organization: 

1) Regain trust on all levels: The first and most important issue in the current 

situation is to regain trust on all levels. This requires taking effective action to 

improve communication on all levels. Focus areas should be the interaction 

between the client advisor and the client, the products offered, right up to the 

public perception of wealth managers. In the longer-term, wealth managers 

must build a truly trust-based organization. 

2) Ensure strategic flexibility through efficiency improvement: After 

regaining trust from stakeholders, institutions must become more efficient. 

Key initiatives include ensuring sustainable costs and reducing complexity.  

3) Identify and focus on attractive client segments and target groups: 

Ensuring sustainable growth, wealth managers must improve their customer 

understanding. A meaningful client segmentation ï beyond assets under 

management ï will enable institutions to generate added value. This in turn 

will generate greater trust in the organization and will allow the organization 

to focus its resources. 

4) Redesign the offering: Wealth managers must redesign their product offering 

in line with their clients' situations, needs and expectations. We believe that 

the best way to do this is to redefine the advisory process and introduce a 

modular solution structure with flexible components. A major overhaul of the 

product shelf is required, putting client needs at the center of all activities. 
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5) Build a truly client -centric organization: Implementing customer centricity 

will enable wealth management institutions to target the right clients with 

appropriate services and products. The organization must align cultural, 

strategic and tactical levels towards customers. This can be achieved e.g. 

through adjustments in compensation schemes or well defined responsibilities 

for customer groups. 
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Aim of the study 

The wealth management industry has witnessed a long phase of growth over the 

past few decades. New markets, new asset classes, new products and new 

investment solutions absorbed the growing wealth that was created. With the 

global integration of investment markets, fluctuations in specific asset classes 

could be offset through broad diversification.  

Clients had a strong focus on growth ï often without looking too closely at the 

risks inherent in every financial decision. The average performance on portfolios 

was high, and clients preferred not to bother themselves with prices and caveats. 

Industry players enjoyed a success story, too. They benefited from the 

combination of increasing numbers of wealthy clients, especially from emerging 

economies, and a strong global economy with plenty of investment opportunities. 

Existing players expanded their activities, branching out into new locations and 

hiring more advisors. New players came to wealth management with novel 

approaches and products. The offering, as such, did not change much, but the 

number of products offered and the range of investment areas and topics grew 

strongly. The sky seemed to be the limit with regard to creativity, especially in the 

field of structured products.  

With the benefit of hindsight, many indicators showed that the bonanza could not 

last for ever. But at the time, critics were few and far between. Growth persisted ï 

despite rising volatility, three major crashes in the stock market and increasing 

competition. The complexity on the product side was matched by even greater 

complexity in the markets and their sub-segments. In addition, overall leverage in 

the system led to the creation of an enormous transformation mechanism.  

As a result, when the housing and credit bubbles finally burst, it quickly affected 

all different markets and regions. The complexity and fragility of the market, high 

gearing, pro-cyclical accounting and regulations mean that an initially local issue 

such as the US sub-prime crisis is having a massive global impact. An enormous 

crisis of trust is occurring at all levels and in all regions. 

Yet every crisis has its positive elements. The current crisis has led to a thorough 

rethinking of underlying assumptions, structures and incentives in the industry. The 

formerly widespread view that wealth management is one of the simplest business 

models is proven to be wrong. The wealth management industry and its players 

have been particularly prone to a number of misunderstandings which we try to 

clarify in this study. 

The wealth management industry will need to transform itself, rediscovering its 

true client function. The rise in complexity and increasing distance from the real 

needs and priorities of clients has led to misunderstanding and misplaced priorities. 

Many clients have already reacted with mistrust and resilience.  

The aim of this study is to help wealth managers improve their value proposition 

for clients. We set out to do three things:  

¶ Develop a comprehensive wealth management framework 

¶ Derive implications for wealth managers  

¶ Debunk some prevailing industry myths  
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Chart 3: Aim of the study 
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Source: Roland Berger 

In so doing, we aim to identify areas for action and key levers to close the gap 

between clients' needs and expectations on the one hand, and the solutions offered 

by wealth managers on the other. Many steps and initiatives have been undertaken 

to improve the value proposition in light of the changing framework. A number of 

players have launched successful initiatives ï and reaped the reward of satisfied 

clients and strong asset inflows. However, some players could retain the broad trust 

of their clients despite having made few efforts to provide them with state-of-the-

art solutions. 

With ongoing market turmoil and escalating criticism of the performance of the 

industry and the service it offers, change is clearly due. Wealth managers must take 

steps to regain trust and professional esteem - most importantly, among clients.  

 

Scope and approach  

Our study has a global focus, examining all major OECD countries to fully reflect 

the dimensions of the wealth management market and its dynamics. In addition, we 

have carried out further analyses for selected countries, looking at regional 

distribution, age segments or sources of wealth, for example.  

The study is based on detailed interviews and discussions with 30 international 

senior experts in the wealth management industry and 25 experts from Roland 

Berger Strategy Consultants. The expertise of Roland Berger Strategy Consultants, 

gained from numerous projects, is also reflected in the study (e.g. insights could be 

gained from a survey among 1'800 wealth management clients in Switzerland). The 

study further draws on the results of a survey of 177 clients and 113 relationship 

managers from Europe and Asia, who have answered an extensive questionnaire. 

Several wealth management players contributed to the survey and identified 

participants from their client relations and relationship manager teams. This 

approach allowed us to identify current issues in the industry and to find out what 

people really think about them. The diverse cultural background of the respondents 

provides a global perspective on client needs and requirements.  
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The study focuses on affluent and HNWI clients. However, many of the findings 

and their implications also apply to other segments. 

This study looks solely at financial (bankable) assets ï the main focus of wealth 

managers. Financial assets comprise current and savings accounts, term money, 

securities, funds and structured products. We do not look specifically at areas such 

as company ownership, royalties, art and precious goods, and personal real estate. 

However, in order to understand a client's situation properly, a holistic view is 

necessary.  

In the following study the term wealth management is used for institutions engaged 

in investment advisory that incorporates financial planning and specialist financial 

services. Wealth management institutions donôt offer basic banking services and 

predominantly serve customers with more than EUR 0.5 million liquid assets.  

 

Structure of the study 

The study is divided into five parts ï each looks at the industry and its challenges 

from different perspectives: market, clients, players and offering. We then discuss 

the value proposition in wealth management: Affects of the crisis on the 

profitability of wealth managers and definition of the real value proposition of 

wealth management services on the basis of our findings.  

Chart 4: Outline of the study 
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a) Market : We begin our analysis with the market for wealth management 

services. In order to estimate the market size and the impact of recent changes, we 

carried out a quantitative analysis on the basis of statistical data, market figures and 

company information. Despite modest market development, the number of wealthy 

people has shown strong growth in the past ten years, largely due to changes in 

wealth distribution. There have also been major differences in the development of 

regional markets and asset classes, reflected in the recent market downturn.  

b) Demand: Clients' issues, needs and expectations form the basis for the demand 

for wealth management services. Wealth management clients differ in many ways: 

their individual situation, their goals and constraints, their attitude to risk, their 
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understanding of financial matters and how they interact with others. They share 

common features, too, which form the basis for the wealth management offering. 

c) Players: The success of various business models in the market is investigated 

with a broad sample of key players around the world, taking a close look at their 

financials and market positions. Thus having looked at market size and structure, 

we turned our attention to market mechanics.  

d) Offering : The offering is the answer rendered by providers of wealth 

management services. It includes advice, products and additional service benefits 

offered to the client. 

e) Value proposition: The value proposition encapsulates the added value 

provided by the industry. Our analysis reveals a substantial gap between 

expectations and offering. Furthermore, we have analyzed the profitability within 

the wealth management market and the impact of the financial crisis on the 

margins. On this basis, we derive recommendations on how to close the gap and 

look at the implications for the industry and its clients. 

With this in mind, we identify potential areas for change ï areas where wealth 

managers are only partially addressing clients' needs and priorities. By establishing 

the gap between expectations and practice, we draw lessons for improving the 

industry's services, with the overriding aim of restoring the trust that has been lost 

in recent months.
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Market: Wealth management was considered a 
stable and highly profitable industry with strong 
and sustained growth 

Introduction 

Wealth management used to be an attractive field for both incumbents and new 

players. A long period of strong economic growth in both developed and 

developing countries greatly increased people's income levels and wealth. This 

general increase in prosperity was particularly strong in the top income brackets; 

here, people earned high salaries as well as benefiting from the appreciation of 

their existing assets. 

The broad financial crisis has led to massive losses for private clients and 

institutions alike (since 2007 bankable assets lost c20%). Almost all asset classes 

have been hit and the assumptions underlying many players' models rendered 

obsolete. Diversification failed and many sophisticated solutions collapsed. The 

losses sustained this time around will have a more fundamental impact than in 

previous cycles due to the extent of the crises, lost trust and less profitability in the 

wealth management sector. 

The large-scale government interventions designed to prevent further destruction of 

economic value will not completely solve the problems. Current calls for tighter, 

more comprehensive regulation of the wealth management industry are loud, and 

they are falling on willing ears. New regulations could lead to a long-term change 

in the way the industry evolves. 

The goal of this chapter is to describe the market for wealth management. We 

begin by estimating the potential of the market. After this, we discuss the drivers of 

onshore and offshore assets and the specific challenges of offshore money. Finally, 

we illustrate the future consequences of ongoing developments. Our key findings 

are as follows: 

¶ The size of the market has been greatly overestimated in the past. The actual 

market for bankable assets is worth some EUR 24 trillion  

¶ Offshore business will continue due to growth opportunities in declared 

offshore business. Tax considerations should become less important as a 

factor 

 

Market potential 

A country's market for wealth management consists of its wealthy individuals and 

households. It depends primarily on three variables: 

1. The country's total economic wealth pool. This is measured in terms of GDP 

and GDP per capita as a proxy for annual wealth creation 

2. The distribution of wealth among the population  

3. The savings rate, whereby a high savings rate does not necessarily lead to 

more wealth ï as the current deleveraging trend clearly demonstrates 
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Unfortunately, reliable global data is lacking. There are a number of reasons for 

this: transparency in some countries is still low, cultural backgrounds differ 

substantially, the economic situation of individuals across regions is not easy to 

compare, and so on. As a result, estimating global net wealth has become a 

substitute for assessing the market potential of the wealth management industry. 

However, we think many surveys systematically overestimate the global wealth 

pool. This is because they fail to separate out assets that are inaccessible for wealth 

management services. Thus although pension assets, real estate, dedicated liquid 

assets and such are important elements in terms of assessing a client's overall 

situation, wealth managers are rarely able to manage these assets on behalf of their 

clients. They should be disregarded if asset pools are used to determine the overall 

fee pool available to wealth managers. 

We correct the wealth pool by looking solely at "bankable assets" ï in other words, 

assets that clients can theoretically entrust to the wealth management industry. In 

our opinion, bankable assets are a much better basis on which to estimate the 

wealth management market and hence the underlying attractiveness of the industry. 

Not all financial assets are invested. The truth of this observation can best be 

seen in the Japanese postal system, where substantial savings are parked in low-

interest savings accounts. The same holds true for savings deposits in other areas. 

Although there are shifts from the savings to the wealth management pool, the 

relative weight of these pools has not changed dramatically in the last few decades. 

In other words, savings parked in commercial banks and such are basically 

inaccessible for wealth managers. Such liquid assets are set aside for a broad range 

of reasons. But the key motive remains to safeguard them from any material risk 

and to be able to access them when necessary.  

In order to calculate the true market volume, we must first deduct these cash assets. 

This gives us the bankable assets by market. The percentages of these assets differ 

from country to country, depending on the overall setup of the social security 

system and cultural differences. On average, we derive a factor of around 15% of 

assets that are held outside the wealth management industry for pure liquidity 

purposes. 

An aggregated view of assets only gives a general indication of the size of the 

overall wealth pool and hence the underlying revenue potential of the wealth 

management industry. It is important to understand that the mechanics of wealth-

building ï the impact of GDP growth, changes in the equality of the wealth 

distribution (steepness of the Lorenz curve) and the impact of redistribution 

measures (e.g. wealth or estate tax) ï are bound to change the picture for any given 

country or region.  

Using this statistical basis, we then adjust regional wealth pools to reflect specific 

factors. These factors include underlying shifts caused by alterations in pension 

schemes in developed countries, ongoing major demographic shifts, longevity and 

other possible changes. These factors are bound to fuel fears about the safety of the 

corresponding state-sponsored social security systems. This in turn has a material 

impact on individuals' decisions as to how much of their wealth they are actually 

willing to actively invest, and where they choose to invest it. It also increases 

overall demand for advice. 

Myth #2: "The 

growth of the 

market is 

primarily driven 

by countries with 

strong economic 

growth" 
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The profitability of wealth managers also depends on clients' requirements, market 

peculiarities and internal and external trends in the financial services industry. This 

makes it important to take into account the mechanics of the prevailing business 

model as well. 

The following factors must be considered in assessing the potential of individual 

markets: 

¶ Cultural factors  may motivate clients to rely on asset classes that don't require 

extensive advice and so don't generate significant margins for wealth managers 

¶ Historical notion of risk  and willingness to accept a certain level of 

uncertainty, as opposed to the need for steady income 

¶ Demographic developments (immigration, aging, etc.) 

¶ Pension schemes and other social security systems 

¶ Political setup of countries; regulations and legal developments 

 

Based on our research, we estimate that the total financial assets held by individual 

investors are EUR 24.3 trill ion (2008). Within this, North America, Europe and 

Asia-Pacific account for more than 90%.  

 

Chart 5: Global distribution of financial assets held by individuals by domicile (2008; 

EUR trillion) 
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Onshore and offshore assets 

In addition to domestic business, some financial markets and players have 

traditionally built up strong client bases in offshore business (i.e. client assets not 

booked in the client's domicile). We think this business has often been regarded as 

something of a black box and is frequently subject to criticism. Research shows 

that there are many reasons why clients seek cross-border wealth management 

services. However, many people do indeed still regard offshore banking as opaque 

ï despite the existence of clear legislation in most countries.  

Our survey revealed that legitimate needs dominate the desire to invest assets 

abroad, as shown in the following chart. Clients go abroad mostly for quality of 

advice. They value the discretion and privacy they can find abroad. Further 

criterions to seek offshore wealth management services are fears about the lack of 

political security in their home country. Having a second domicile is the least 

relevant factor; stand-alone diversification of banking relations is also relatively 

unimportant.  

 

Chart 6: Criteria for seeking offshore wealth management services  

2.11
2.492.562.60

2.872.923.06
3.27

Quality of 

advice

Discretion/ 

privacy

Lack of political 

security in 

home country

Need for 

global solution/ 

access

Image/ 

reputation

Lack of 

service 

at home

Diversification 

of banking 

relations

Second 

domicile 

(e.g. vacation)

Average of 177 clients, scale of 1-4 (1 = least relevant, 4 = most relevant)

Question: "How important are the following reasons for going abroad for wealth management services?"

Source: Roland Berger survey 2008  

 

The criteria for choosing a wealth manager reveal a similar pattern (see next chart). 

When choosing an offshore bank, clients value the political stability and legal 

framework of the host country. Competence is also important, as clients are 

sensitive to performance. Geographical reach and cultural fit are the least relevant 

considerations.  

 

Chart 7: Criteria for selecting an offshore bank 
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In contrast, the debate about cross-border wealth management is made more 

complex by the public's perception that tax considerations is the main reason for 

managing assets outside a client's domicile. In fact, transferring assets to a location 

abroad has a long-standing tradition. The following table gives an overview of the 

reasons involved and their implications.  

 

Table 1: Motivation for holding financial assets offshore  

Motivation Typical origin Implications

Security/independence Countries lacking political stability and 

reliability

Security is the key value proposition; 

no restrictions

Preserve financial secrecy Countries with no or limited secrecy Need for tax-compliant solutions

Service quality/access to 

specialist

Emerging countries with a lack of 

mature banking

Service quality, access to markets, 

instruments and expertise; tax issues 

are a part of complex constraints

Tax considerations Countries with high taxes and 

unstable tax regimes

Secrecy is the key value proposition, 

no restrictions  

Source: Roland Berger 

 

 

Bank client secrecy, not banking secrecy  

Swiss banking and broker secrecy provide clients of banks and securities dealers with an 

additional protection of privacy that has its roots in Swiss civil law and the Federal 

Constitution. Banking secrecy actually protects the secrecy of the client and not that of the 

bank; hence the term "bank client secrecy" is often used instead. Banking and broker 

secrecy protect all information and data stemming from the business relationship between 

the client and the bank or securities dealer from disclosure to third parties.  

However, banking and broker secrecy are not absolute. In certain cases banks and securities 

dealers are released by law from their duty of confidentiality and compelled to provide 

information (e.g. in criminal proceedings, debt collection and international administrative 

assistance proceedings in banking and stock market supervision matters). As bankers and 

securities dealers are not specifically exempt from a witness and information duty, banking 

and broker secrecy do not apply in cases of criminal offences such as money laundering, 

corruption or tax fraud (tax evasion is not considered as a criminal offence under Swiss law 

and therefore not subject to criminal proceedings).  
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Declared offshore money: Specific features and challenges 

In this study declared money is defined as money being declared according to 

domestic laws ï non-declared money is not declared in the investors' home 

country. With the change in requirements and expectations towards the wealth 

manager of declared money many areas of the investment management process are 

impacted. They include: 

¶ Performance expectations 

¶ Reporting requirements to match specific tax forms 

¶ Investment strategy (tax rules on holding periods, legal restrictions depending 

on the purpose of the assets) 

¶ Advice on specific topics (e.g. second-home purchase, education, 

immigration, currency hedging, diversification of non-financial positions) 

¶ Additional services (e.g. provision of contacts, invitations, recommendations 

for social clubs) 

¶ Preferences regarding pricing models 

Clients are becoming more critical of the quality of service offered by client 

advisors, as fully declared assets can easily be moved from one wealth manager to 

another. Transparency with respect to service levels is increasing. Clients who go 

abroad for diversification reasons typically have multiple wealth managers in 

addition to their home bank.  

These new requirements and expectations on the part of clients are driving 

innovation in wealth management. Not only declared offshore clients but also 

"normal" domestic clients stand to benefit from this.  

 

What has changed so far? 

The financial crisis and market downturn have changed the perception of financial 

markets dramatically. The global economy experienced strong growth between 

2003 and 2007, resulting in record market capitalization on virtually all exchanges. 

This was accompanied by record commodity prices and price increases in almost 

all asset classes, from real estate to fine art. Wealth management services were in 

great demand and the entire wealth management industry experienced robust 

growth.  

Things changed for the worse in 2008. Most private and institutional investors' 

asset bases and financial wealth shrank rapidly. Losses ranged from 10% to 25%, 

depending on the investor's asset allocation. Almost all asset classes and regions 

were affected, to differing degrees (e.g. equity indices fell by some 50%, private 

equity by up to 70%).  

In addition to this sharp decline, uncertainty about the industry and global markets 

has led to extreme volatility in all asset classes. Significant falls in commodity 

prices in the wake of the economic downturn have added fuel to the fire. The 

general lack of liquidity has created a situation in which many assumptions no 

longer hold true. This limits the scope for diversifying risky positions in portfolios. 

The level of market complexity and the sheer impossibility of identifying all the 

relevant risk factors have made close monitoring of investments almost impossible. 
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In addition, partial regulation  and improper incentives led to a situation in which 

regulation was highly complex and detail-driven. As a result, we think many 

investors were attracted into markets and products without having the necessary 

knowledge and risk-bearing capacities.  

Cash and government-backed bonds may remain the asset class of choice for some 

time to come. However, inflation and specific country risks may lead clients to 

revise this decision at some point in the future. 

For the full year 2008, we expect assets under management at a regular Swiss 

private bank to be down by c20% year-on-year. A similar situation will apply to 

other markets. 

 

Chart 8: Comparison of asset class performance 2007/2008 
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Traditional assets classes have undergone large fluctuations. This has led to 

substantial losses, especially on the major stock markets, which plummeted 

between 30% and 50% last year.  
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Chart 9: Development of major stock indices (indexed 1/2007) 

Sources: Datastream; Bloomberg
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Commodity markets ï a good proxy for overall economic development ï have also 

corrected themselves reflecting the worsening economic outlook. 

Chart 10: Development of selected commodity prices (indexed 1/2007) 

Source: Datastream; Bloomberg
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Overall, there are very few signs of a global recovery taking place within the next 

months. Indeed, experts are revising the economic outlook down at regular 

intervals. 

 

What will come next?  

Developments in the real economy indicate potentially severe long-term effects on 

business worldwide. This in turn may have a further negative impact on company 

valuations, while leading to lower interest rates and reducing demand for 
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commodities. Lower revenues will put further pressure on profits within the 

industry, as costs are relatively sticky.  

Hope persists that these trends will be cyclical and wealth creation will recover 

within a couple of years, as the economy returns to a path of long-term growth. 

However, the widespread involvement of government in the banking industry and 

pressure for tighter regulation are likely to have a number of long-term 

consequences. In the following potential regulatory consequences are described for 

the banking industry in general. In our opinion wealth managers will be less 

affected in the beginning, however these developments will target the wealth 

management industry, too.   

New regulation will cover a broad range of topics and have considerable 

implications, both direct and indirect. With direct state involvement in the industry, 

governments might influence business strategy and wealth management services. 

We identify five potential areas to watch closely: 

¶ Greater distinction between individual and professional investors 
(including well-informed and qualified individuals): Different treatment with 

regard to the asset classes they can access and the products they can invest in, 

as well as pricing and reporting 

¶ Tighter requirements for wealth managers: Certification requirements for 

processes, quality and risk management, governance structures and incentive 

schemes 

¶ Stricter regulation of access to the profession (entry barriers): Requirements 

on training/education, special licenses for employees 

¶ Increased duty of informing and educating clients: Explicit consent from 

clients needed when handling risky asset classes or products 

¶ Restricted access to products and asset classes by integrating and developing 

regulations on funds, hedge funds, derivatives and structured products 

 

The current initiatives in regulation are illustrated in the next chart. Bank capital 

requirements will increase with the claim for improved risk management systems.  
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Chart 11: Overview of the current initiatives in regulation 

Increased 

regulation is 

expected 

(Extract)

European Commission

ÅRevision of bank capital requirements: 

limitations for lending and enforced rules for 

risk management

ÅRegulation for rating agencies: disclosure of 

models and methods, improved transparency, 

interdiction of advisory services

ÅAccountingstandards: EU companies are now 

allowed to reclassify assets held for trading 

into held-to-maturity

Institute of International Finance

ÅNew regulatory authority for the industry (Self-

regulation)

ÅAdjustment of compensationsystemsand 

improvement of risk management

US Government

ÅStricterrules for mortgage brokers

ÅPlans for a "bad bank"  that buys distressed 

assets from banks

Bank for International Settlements

ÅHigher capital requirements for market risks

US Securities and Exchange Commission

ÅNew rules for rating agencies: Transparency 

for rating process and ban for agencies from 

advising investments banks

ÅControl of the stricter Iosco-Codex for rating 

agencies

Source: IIF Report, Press, Roland Berger  

 

These new or revised regulations may help rebuild trust  in the industry in the long 

term. However, they will also lead to increased compliance requirements and 

higher legal costs. Rigid regulations also run the risk of hindering innovative 

solutions. Overall, the cost of providing the service clients are asking for will grow 

ï and with it, the barriers to entry. 

Along with tighter regulation, a number of initiatives have emerged to align 

regulation at the international level (e.g. G20, OECD). One idea is to introduce 

the principle of "same business ï same risk ï same rules." The survey indicated 

that this new form of regulation would almost certainly bring changes in the 

attractiveness and relevance of the various asset classes.  

 



Wealth management study Market     
     

24 | Market

Debunking myths about the market 

Myth #1: The wealth management market is large with strong growth and room 

for new players. 

The size of the market for wealth management, defined as bankable assets, is in our 

view generally overestimated. It is currently shrinking. Our research shows that it 

is highly fragmented.  

Myth #2: The growth of the market is primarily driven by countries with strong 

economic growth. 

Our survey results show that many new clients in the upper wealth bracket do 

indeed come from these countries. But a greater share of the wealth comes from 

investors in developed economies. In fact, the aging population in developed 

economies offers more potential and so should not be neglected. 
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Clients: A blue-sky outlook and good past 
performance led to a shift in risk profiles and 
perceived risk capacity 

Introduction 

There is no such thing as a typical wealth management client. However, most 

wealth managers pigeonhole their clients on the basis of the size of their net assets. 

In reality, net assets may give some initial indication of a client's situation and 

financial needs. But they can also be wildly misleading. Indeed, the personal 

attitude of the client is of much greater relevance.  

We need to look at areas such as their attitude toward service orientation and 

security concerns to gain a full picture of clients. Our research supports the 

assumption that a simple segmentation into different wealth brackets is not 

sufficient to capture a client's needs ï at least, not if wealth managers wish to 

improve their client services going forward.  

In this chapter we investigate the behavior and needs of clients. Specifically, we 

look at the key characteristics of clients, their expectations, client segmentation and 

the impact of the crisis on client behavior. We may summarize our findings as 

follows: 

¶ Customers have lost trust in the financial system and wealth management 

institutions. In our opinion, they will be more critical of advice and products 

in the future. This however represents an enormous opportunity for the market 

to develop 

¶ Clients' behavior is best described in terms of their needs and expectations, not 

their assets. Lifecycle and source of wealth provide further insights into 

customer behavior 

 

From issues to demand 

The basis for assessing clients is to understand their personal priorities and beliefs. 

These build the foundation for their financial needs and hence their investment 

priorities.  

Each individual has a set of basic needs. These needs are typically not financial. In 

addition, each individual is in a distinct situation that shapes his or her 

requirements and expectations at that particular moment in time. 

In the survey, we investigated the clients' general priorities in life. The chart below 

shows the results. "Social engagement/donations" and "protecting my family" are 

the two biggest priorities. Surprisingly, "having time for leisure" comes in third 

place. "Improving my social standing" and "increasing my standard of living" 

come in last.  
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Chart 12: General priorities in life ï client's point of view  
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Consciously or unconsciously, clients translate these priorities and issues into 

financial needs (see chart below). Wealth managers, in turn, develop products that 

they believe will satisfy these needs. 

 

Chart 13: Turning priorities and issues into needs 
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The chart below presents a ranking of clients' financial needs, based on the survey 

results. The survey shows that we can identify three types of needs: asset 

preservation, growth, and advice on financial matters. The final type does not rate 

highly. 
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Chart 14: Ranking of financial needs 
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Client segmentation and typology 

The traditional segmentation used by wealth managers relies almost entirely on the 

size of clients' financial assets. This is seen as a rough indicator of the profitability 

of the client. Our research suggests that this approach is mistaken. Indeed, asset 

size is misleading in many ways: 

¶ The need for service is driven by the complexity of the situation and the 

financial sophistication of the client; size of assets is only an approximate 

indicator of this 

¶ Financial assets are only a part  of an individual's total assets; especially in 

lower wealth brackets, real estate and pension provision are more important 

¶ The share of financial assets varies markedly between wealth brackets  

¶ Many HNWI clients are not aware of their status or don't care about it 

¶ In the lower HNWI segment (between EUR 1 million and EUR 3 million), 

financial wealth can be very volatile (due to inheritance, home ownership, etc.) 

 

Value-based segmentation 

Wealth managers should consider an alternative approach to categorizing 

clients. The starting point for this categorization can be the client's financial assets 

under management, as reflected in the typical wealth pyramid. However, the new 

segmentation approach also looks at the expressed service needs of the client, as an 

indicator of their expectations, needs and attitude toward servicing in financial 

matters.  

This categorization of clients is part of an enhanced segmentation model for wealth 

management clients. The basic assumption is that clients' financial needs depend 

on two main factors: firstly, the service levels they expect, and secondly their 

general requirements of financial services. These two areas depend partly ï but not 

exclusively ï on the size of their assets. Very high asset volumes imply specific 

needs, even for clients who are not very oriented toward private banking.  
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Chart 15: Client segmentation based on core values 

Source: Roland Berger
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Let's look at an example: a client with EUR 3 million in financial assets. This client 

may still have the same needs and expectations as a typical affluent client. He or 

she may have the same price sensitivity and do not expect any additional services. 

Indeed, inviting this client to expensive events may have the opposite effect to that 

intended. 

We can now divide the wealth management market up into three distinct client sub-

segments on the basis of wealth bands and their values; each sub-segment requires 

a specific approach and offering: 

¶ Affluent clients are primarily seeking a solution for their financial issues. 

They are best served by a comprehensive core offering based on flexible 

modules 

¶ True private banking clients are additionally looking for full service, going 

well beyond just offering financial solutions  

¶ Ultra -HNWI  clients are looking for complex structures that answer their 

complex financial needs. These structures must be comprehensive and cover 

both financial and non-financial issues  

 

Roland Berger profiler methodology 

Our survey shows that clients' attitudes and needs are what drive their service 

requirements. However, some statistically relevant values are shared by affluent 

clients. These values allow wealth managers to tailor a specific offering for this 

segment. 

To investigate this area in greater detail, we conducted an analysis of wealthy 

individuals using the Roland Berger Profiler. The RB Profiler enables holistic 
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understanding of clients' values and needs (for further information please see 

section "Identify and focus on attractive client segments and target groups"). It 

allows wealth managers to forecast clients' purchase behavior and tailor services 

and products accordingly. It also enables targeted marketing. 

Chart 16: Core values of wealthy clients  
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Source: Roland Berger market research (n = 1,800; population aged 30 to 75) 

The analysis ï the results of which are shown in the chart above ï reveals that 

wealth management clients are characterized by above-average performance 

values. They expect products and services with a high level of quality and 

innovation, competent and efficient service as well as a business partner with a 

distinguished reputation. In contrast, emotional, entertainment-oriented values 

receive below-average scores; price considerations also play a secondary role. As 

the picture shows, further segment these clients along wealth bands, however, only 

results in the picture becoming less accentuated, whereas the core values remain 

the same. In order to derive homogenous client segments it is therefore relevant to 

base the segmentation on values of the client. It can be stated that assets under 

management do not determine specific needs of a client segment. In our 

opinion, the ñclassicò segmentation based on assets under management is therefore 

neither sufficient nor economically reasonable.  

To identify which sub-segment a client belongs to, relationship managers need to 

look at a combination of indicators in the course of normal client interaction. This 
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comes on top of the normal "know-your-client" questions, which target a better 

understanding of the client's risk profile and ability to bear financial losses. 

 

Key characteristics of clients 

Every client is unique and deserves to be treated as such. Nevertheless, most clients 

will follow similar patterns through their lives and show common clusters of needs. 

With the help of statistical calculations based on correlations and underlying 

factors, it is possible to identify these common features. They allow us to define 

similar needs and expectations. It is important to define the underlying values and 

characteristics in such a way that they are not only statistically relevant, but also 

allow appropriate steps to be taken. In short, they must be actionable.  

Combining "psychographic clustering" of this type with knowledge of the 

individual client deepens our overall understanding of the client. Below, we 

describe the different characteristics of clients regarding lifecycle, primary source 

of wealth, attitude toward and willingness to bear risk, time horizon of investments 

and understanding of financial matters.  

Lifecycle stage and personal situation 

The lifecycle ï in terms of age and typical life stages ï is a driver of clients' needs and 

appetite for risk. At different ages, clients' needs are driven by different developments 

and decisions having a strong impact on their financial situation: marriage, children, 

housing, retirement and inheritance, for instance.  

 

Chart 17: Clients' financial needs driven by lifecycle stage 

Source: Roland Berger
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Primary source of wealth 

Clients' source of wealth is a key driver for many of their investment needs and 

constraints. In addition, the time taken to build up the wealth is critical with respect 

to potential losses and the possibility of recovery. For example, clients will not 

knowingly put their life's savings at risk.  

We differentiate between five sources of wealth: 

a) Free cash flows from entrepreneurial activity: A large number of wealthy 

individuals are entrepreneurs and owners of businesses who have either sold their 

business or parts of it, or who can take significant earnings out of the business for 

their private use. IPOs are another source of wealth.  

b) Executives or specialists with high salaries: These individuals are able to put 

some of their excess income aside. In some cases they have successfully invested 

this money and show a high appetite for risk.  

c) Long-term savings and pension provision: This type of wealth is built up over 

a long period on the basis of high income allowing substantial savings. State 

pension schemes provide additional funds. An indicator here is the savings rate in 

the country in question. The existence of social security networks and pension 

schemes are also key drivers for long-term savings, only partly reflected in the 

savings rate. 

d) Inheritance: In mature societies such as that of Switzerland, people often 

inherit quite late in life. At this point, they often tend not to really need the assets 

and therefore hold them as a further reserve. 

e) Sale of non-financial assets: Selling a valuable piece of real estate or art can 

provide significant funds. If the money is not immediately needed for another 

investment, this can be an important source of financial assets. Although there is no 

real increase in wealth, the financial assets now need to be managed and changes in 

their value become immediately evident. 

 

Attitude toward risk and willingness to bear risk 

The source of clients' wealth is also a key determinant of their risk tolerance. 

Clients who have become wealthy through inheritance or by selling off real assets 

have a different relationship to their wealth than those who have earned their 

wealth through their own efforts. A different situation again arises if the assets 

stem from pension provision or savings with dedicated usage. Clients who have 

earned the money through their entrepreneurial activity or work may be able to 

rebuild their wealth if they lose some of it. This is not the case with clients who 

have inherited the money. The existence of social security systems is also a 

relevant factor in identifying the need for additional savings. 

Unlike most assumptions underlying a typical "know-your-client" assessment, both 

clients' attitude toward risk and their willingness to bear risk will vary strongly 

over time.  

Myth#3: "The most 

important target 

client for wealth 

management is the 

young and dynamic 

entrepreneur" 
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Time horizon of investment 

From a theoretical point of view, it is possible to cope with greater volatility if the 

time horizon of the investment is clearly stated and long enough. However, the 

situation changes if assets are needed earlier than initially planned.  

 

Chart 18: Time horizon and path dependency 

Source: Roland Berger; Chhabra, A.B., "Beyond Markowitz," The Journal of Wealth Management (Spring 2005), 8-34
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As shown in the chart, there are different ways to reach a set goal. Wealth 

managers should take this into account when considering clients' risk-bearing 

capacity. If there are indications that a client might need a large share of his or her 

assets earlier than planned, the risk capacity decreases significantly. 

 

Understanding of financial matters 

A strong educational background does not necessarily correlate with a good 

understanding of financial matters. Some clients are too busy in their 

professional or private life to bother about financial issues, or the benefits of 

being well-informed are regarded as marginal and not worth the effort. 

Chart 19: Development of financial complexity 

Complexity

Time

Gap

Level of market 

sophistication

Client expertise

Source: Roland Berger  

The general perception that new information technology automatically leads to 

better-informed clients does not necessarily hold true. Markets develop and 

innovate rapidly, and increasing global interaction leads to a disproportionate 

Myth #4: "As clients 

become more educated 

and have instant access 

to financial informa-

tion, they become 

more critical and 

independent" 
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increase in complexity and sophistication. In financial matters, too, the gap is 

widening and clients find it harder to stay abreast of developments.  

This contrasts with the widely prevailing notion that clients are becoming more and 

more independent and self-directed. For wealth managers, this trend creates an 

opportunity to differentiate themselves by providing dedicated advice or reducing 

complexity for the client. 

 

Investment behavior ï How private clients handle their 
financial assets 

According to modern portfolio theory, investors invest all their assets in an 

integrated way, adopting one overall strategy that is in line with the general 

valuation of the asset classes. The reality is different. Especially in lower HNWI 

segment, a large portion of wealth is put aside mentally and allocated to retirement 

and risk provision. Only a small fraction of wealth is allotted to generating 

additional return and thereby enhancing the client's financial situation. 

Chhabra identifies three distinct wealth baskets, each having a specific function. 

Individual investors typically do not invest assets in the rational, process-driven 

way that an insurance company does, for example. On the contrary, financial assets 

and the return they generate have a specific purpose for individual clients. Based 

on this purpose, investors are willing to accept a corresponding level of risk.  

The basic basket is "income generation". The aim of this basket is to provide cash 

flows to sustain the client's current standard of living. Usually this basket is fed by 

regular income. If regular income ceases or expenses are higher than average, some 

part of the client's wealth needs to be allocated to this basket. Typical examples are 

retired people who live on their regular pension. As the cash flows generated are 

needed on an ongoing basis, risk capacity is low.  

The second investment basket is "asset preservation". This basket focuses on 

maintaining the current lifestyle. If the cost of living increases faster than inflation, 

additional return is needed.  

The third basket is "asset appreciation". This basket focuses on increasing the 

current asset base and improving the lifestyle of the client. This is only possible if 

there are excess cash flows that allow for a more risky investment strategy: only 

with a higher risk/return profile it is possible to earn additional returns.  

 

Table 2: Investment baskets 

Source: Roland Berger; Chhabra, A.B., "Beyond Markowitz," The Journal of Wealth Management (Spring 2005), 8-34

Income generation

Provide regular cash flow to cover 

ongoing expenditure

Asset preservation

Ensure financing of rising cost of living 

and perform necessary replacements

Asset appreciation

Grow the asset base to enhance the 

current standard of living

Government bonds, royalties Defensive stocks, prime residential 

real estate

Growth stocks, private equity, 

commercial real estate and other 

risky assets
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Client expectations 

Clients expect a high level of personal attention from their relationship manager, 

and well-informed advice on financial matters. For specific financial and non-

financial topics (e.g. inheritance, philanthropy), experts need to be involved (e.g. 

product experts, specialized lawyers). Interestingly, only a few clients explicitly 

expect the bank to improve the risk/return profile of their portfolio or improve the 

performance of their portfolio.  

Our research shows that clients demand a comprehensive solution that gives them 

the freedom to spend time on their other interests. What they want is an 

understandable portfolio of products to cover their needs. Pushing a wide range of 

products and services only leads to confusion.  

Our research shows that clients consider access to a large product and service 

offering to be of minor importance. The same holds true for being able to access 

the bank's services from different locations (e.g. from different countries). 

Preservation of assets is key ï especially given recent market events. A positive 

net return of portfolios will be back on top of the agenda once financial markets 

have been stabilized.  

As wealth increases, so does financial awareness. A shift of mindset takes place. 

This is mirrored by increasing service expectations. 

What has changed so far? 

Confusion over the future of wealth management is widespread. Many private 

clients said that they had lost confidence in the industry and no longer trusted their 

personal advisors. Many of them have joined the flight to cash to avoid additional 

losses. Others show a strong reluctance to trade in turbulent markets at all. Most 

have completely exited certain asset classes, such as absolute return funds and 

structured products. The collapse of the fraudulent Madoff system is likely to add 

to the tension. As a result, clients have diversified their bank relations and 

transferred assets into safer instruments.  

The expectation gap ï i.e. the gap between what clients expect wealth managers to 

offer and what wealth managers think clients expect from them ï has widened 

noticeably. Unaddressed issues have surfaced and the standard "know-your-client" 

process has proved inadequate. Our survey shows that negative performance has 

led to increased price sensitivity, but wealth managers still generally neglect 

pricing.  

 

What will come next?  

Clients are seeking a general review of their investments with regard to 

transparency and risk-adjusted performance. Many clients receiving a 2008 

performance report early in 2009 will find that a substantial part of their financial 

wealth has been destroyed. Wealth managers need to prepare themselves for some 

difficult moments.  

We expect clients to remain critical  for some time yet. Our research shows that 

younger clients in particular may require a review of their risk situation. They are 

Myth #5: "Wealth 

management clients 

make rational 

decisions and are cost-

conscious and 

performance-oriented" 
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likely to request a clear definition of investment goals and ask for products and 

solutions that they understand. They are calling for simplicity and appropriate 

solutions.  

With regard to asset allocation and product selection, we expect clients to return to 

a normal, long-term asset allocation as markets regain momentum. This means 

renewed interest in stocks, commodities, private equity funds and hedge funds. 

Clients are likely to remain skeptical about stand-alone products such as absolute 

return funds or single structured products without proper portfolio consideration. 

However, they are looking for solutions which involve only necessary complexity, 

while avoiding elements that they themselves do not fully understand. 

 

Debunking myths about clients 

Myth #3: The most important target client for wealth management is the young 

and dynamic entrepreneur. 

Our interviews show that many wealth managers in fact focus on different 

segments. Entrepreneurs' assets are often tied up with their companies. More 

traditional segments, such as long-term savers or people inheriting wealth, can be 

much more attractive.  

Myth #4: As clients become more educated and have instant access to financial 

information, they become more critical and independent. 

We think clients are not becoming independent. Far from it. As market and product 

sophistication increases, clients are finding it harder and harder to keep up. This is 

leading to greater demand for professional advice. 

Myth #5: Wealth management clients make rational decisions and are cost-

conscious and performance-oriented.  

Our research does not indicate that high margins are a reason for clients to switch 

to alternative investments such as ETFs. As long as clients receive high-quality 

advice they are willing to pay higher prices.  
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Players: The industry's focus was on 
growth and product sales, with little 
pressure on efficiency and profit margins 

Introduction 

Over the past few years, the wealth management market has seen constant growth 

with a broad range of opportunities. The environment was highly attractive both for 

incumbents and new players. Saturation in home markets was more than 

compensated for by new opportunities in Asia and other growth regions. The 

industry had high growth expectations. The resulting "war for talent" became a key 

driver, leading to higher compensation for client relationship managers in the 

industry. A focus on efficiency was often not deemed necessary. Processes and 

structures were not subject to fundamental review. 

Accolades went to client advisors who were rather good at selling their products 

and who were allegedly able to transmit the "private banking ethos" to their clients. 

However, the advice they gave did not always lead to the treatment clients 

expected. Some players even went as far as actively pushing their products.  

Players employ a number of different business models. The size of the market and 

the diversity of client demand allow players to position themselves in the way that 

suits them best. We have identified six different business models: Wealth 

Management Unit of a Universal Bank, Private Bank, Broker, Hybrid Model, 

Product Specialist, and Independent Financial Advisor (IFA). Each of them has 

their own strengths and weaknesses ï and the crisis affects them to different 

degrees. The particular business model employed and its inherent profitability 

mechanics provide some indication of how successful a player can be. However, 

we think the specific setup and players' specific capabilities are far more relevant in 

determining success. 

The bonanza of the last years fueled the growth expectations of investors and 

wealth managers alike. Company strategies tried to cater for this growth. During 

the years of plenty, virtually all wealth managers experienced record earnings and 

robust growth. In the process, some players however forgot to review their 

structures, procedures and products to ensure that client demands are fully met.  

The industry is now expecting consolidation due to pressure on margins. 

Developing a clear understanding of the different business models is in our view 

key to understanding how the industry is changing and what this means for 

different players. 

In this chapter, we present the different players in the wealth management sector. 

We discuss the different business models, industry drivers and future outlook. In 

brief, our findings are as follows: 

¶ Contrary to general belief, we think the benefits of an integrated model are not 

primarily on the wealth management side. Usually, much of the (trading) 

margin kept in house is retained by the relevant investment banking division 

¶ Given current industry dynamics, fundamental and strategic repositioning 

needs to take place. Now is a good time to "rightsize" and realign the support 

and control environment to the new situation 

Value 
proposition

Market
(financial 
assets)

Clients
(Demand)

Players 
(business 
models)

Offering 
(Adv isors)
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Business models in wealth management 

The business model is the framework in which a company creates value for the 

client and the owner, and where it differentiates itself from competitors. It defines 

the basic direction for all activities of the company, the infrastructure and systems 

on which these activities are built, and the value proposition for clients. The 

business model represents the basic setup of a company with regard to its target 

customer segments, distribution channels, customer relationships, core capabilities, 

partner networks, cost structure, product mix, production process and other 

elements on which it focuses in the value chain. 

Wealth management business models differ with regard to the scope of activities, 

geographical reach, target client segment and the approach to advice-giving. We 

identified six different models that will be described one-by-one below. 

 

Chart 20: Overview of wealth management business models 

BrokerWM unit of 

large bank

Business model

Hybrid model Product 

specialist

Global
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A
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Source: Roland Berger  

 

Wealth management unit of an universal bank 

In their wealth management activities, banks can leverage their scale, infrastructure 

and expertise from other sectors such as retail, corporate, investment banking and 

asset management. The wealth management unit is typically characterized by: 

¶ Proximity and local cultural fit 

¶ Wealth management expertise 

¶ Well-known brand 

¶ Integrated offering, access to investment bank 

¶ Access to global markets and asset classes 

¶ Utilization of integrated infrastructure 

¶ Strong coverage of affluent segments 

¶ Pricing based on transactions, asset volumes and asset class 
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Private bank 

Private banks draw on their reputation and brand, leveraging their competences to 

provide clients with high-quality financial services. Their business model is 

typically built on: 

¶ Trust and personal relationships  

¶ Wealth management expertise 

¶ Security and stability 

¶ A distinguished and credible brand  

¶ A high level of personal service with little standardization (advisory 

processes, product offering) 

¶ Pricing based on assets, transactions and type of mandate 

 

Broker 

The main value contribution of brokers to their clients is market access and 

independent advice. Their business model is typically based on: 

¶ World-class execution: security, reliability and pace 

¶ Personal relationship between client and relationship manager (less so 

between client and bank) 

¶ Enhanced access to online tools and platforms 

¶ Transaction-based pricing 

 

Product specialist 

Product specialists have the required expertise to develop world-class financial 

products for client purposes, meeting both highly specific individual needs and 

more general investment needs (e.g. through mutual funds). Their business model 

is typically built on:  

¶ Leading product expertise 

¶ Market access 

¶ Strong distribution partners and network 

¶ Product-based pricing (e.g. management fees based on volume) 

 

Independent financial advisor (IFA) 

Independent advisors offer clients unbiased advice on their financial situation. 

They are able to generate comprehensive offers that include all kinds of financial 

services. Their business model is typically based on: 

¶ Intimate client knowledge 

¶ Independent advice 

¶ Strong product partners 

¶ Market access 

¶ Pricing is based on a mixture of time spent on analysis and transactions 
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In detail: US broker versus holistic private banking model 

 

Below we compare two main, and distinctly different business models within the 

private wealth management space. The holistic private banking model on the one 

hand, and the broker model on the other.  

The holistic private banking model is common in global offshore markets, such as 

Switzerland, and onshore markets across Europe (excluding the UK) and Asia. 

While the focus of the traditional private banking model was on long-term 

relationships with wealthy clients who had often inherited their wealth, the private 

banking model today offers a large variety of services and products (holistic 

approach), with a strong focus on advice.  

 

In its origin, the term broker describes a person who acts as an agent, bringing 

together the buyer and the seller. Against this backdrop, the traditional roots of the 

US (retail) brokerage model emphasize an intermediary function with a strong 

focus on the active trading of securities ï from the relationship manager, the 

broker, as well as the client. 

 

Range of offered services and products  

A first difference worth highlighting is the range of offered services and products. 

A holistic private banking offering includes investment advice, fiduciary services, 

financial planning and wealth-related services, such as tax and inheritance 

consulting. In terms of products, apart from a broad range of internal and external 

investment products, we note discretionary mandates, trusts and lending. M&A 

advisory, the classic investment banking activity, is also considered to be part of 

this holistic approach. In contrast, US brokerage firms are only slowly 

incorporating holistic wealth management services as part of their product/service 

offering in order to address a clientôs overall financial needs, not just their 

investable assets. Instead, their focus mainly remains on domestic products as well 

as turnover. 

Stickiness of clients 

Another difference is the stickiness of the client, i.e., are clients tied to the firm or 

to the advisor? In the US, the broker has more control over the clientsô assets, 

while in the traditional private banking model the bank (still) plays a very 

important role. Potential reasons include: A typical private banking client 

traditionally has a longer relation to the bank than to the advisor (wealth is often 

transferred over generations); a typical private banking client is more concerned 

about preserving wealth; the narrower product and service offering at most US 

brokers limits a providerôs opportunities to institutionalize the client; in the 

brokerage model, clients have traditionally been more loyal to the broker than to 

the institution. 

Owing to these differences in client relations, the broker can transfer more clientsô 

assets than an average client relationship manager of a private bank when changing 

the employer. We estimate that if a Swiss-based customer relationship manager 

(CRM) leaves the bank, at least 80% of client assets stay with the institution. 

However, in the US broker-dealer model, often at least 80% of the client base 

leaves with a departing broker.  
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Compensation type 

The compensation of a broker remains largely commission-based, i.e., the 

compensation largely depends on the volume of traded securities. In other words, 

the client is charged for every transaction when purchasing or selling securities. In 

the private banking model client relationship managers have, on aggregate, little 

incentive to originate transactions within client portfolios. In contrast, given the 

compensation structure at the US brokers, the broker model provides a greater 

incentive to transact.  

Brokerage firms typically offer 30-50% payout ranges (óthe gridô) to their 

employees, depending on the amount of revenues generated. For some smaller 

players, this number can even be as high as 80%. In general, we believe that a 

broker receives around 40% of revenues as a variable bonus element if he or she 

generates more than USD 2 million in revenues. 

Profitability 

The above-mentioned differences between the two models have a significant 

impact on compensation. Given the high stickiness of clients to the broker, a large 

chunk of revenues ends up with the distributor, leaving little on the table for 

shareholders. We estimate that the total annual compensation of a Swiss-based 

senior CRM at an average Swiss private bank could be up to 75% (50%) lower 

than what a US broker (Asian onshore private banker) takes home for the same 

amount of generated revenues. 

While some 60% of total revenues, on average, are spent on compensation costs for 

a North American commission-based player, we think only c34% of total revenues 

are accountable for compensation for a sample of Swiss private banks. These large 

differences in compensation ratios filter trough to the pretax profit line: While the 

Swiss model private bank generates pre-tax margins of around 40% (some of the 

classic offshore private banks enjoy even higher pretax margins), we think US 

brokerage firms are only around c14%. We note that the revenue margin is the 

second most important driver for the gap in efficiency. 

 

Table 3: Comparison between traditional private banking model and brokerage 

model 

Source: UBS estimates and company data

Revenues

North American commission-

based players

100%

Sample of Swiss private banks

100%

Compensation costs 60% 34%

Pre-tax margin 14% 40%

[%]
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Drivers shaping the wealth management industry 

In order to better describe the market mechanics in the industry, the 

following chapter describes drivers that will impact wealth 

management players. Among the drivers are e.g. changing client 

demand, impact of the regulation, economies of scale and scope with 

other banking units, and compensation structures of relationship 

managers.  

Changing client demand 

We do not expect client demand to change dramatically. As discussed above, we 

believe that clients will continue to demand comprehensive solutions that take into 

account their specific situation and personal priorities.  

The number of truly global "citizens"  will continue to grow as the differentiation 

of the international value chain proceeds. Players will need a global presence and 

understanding. Cultural differences and local preferences make coordinating 

operations in a number of different countries at the same time far from simple. 

Many wealth managers will therefore have to perform something of a balancing 

act.  

Increasing complexity of life ï international exposure, higher volatility, 

dependency on institutional frameworks and the influence of national tax schemes 

ï mean that the need for advice is likely to increase. The call for less complexity 

will lead to a new structure for products and services.  

As soon as markets pick up again, clients are likely to ask for advice on how they 

can participate in the recovery. However, the asset mix will remain changed, due to 

the structural impacts.  

Regulation 

Crises usually result in increased regulation. The impact on the industry will be 

significant: 

¶ In the short term, additional regulation may lead to uncertainty about the 

concrete measures and adaptations needed. Changing processes, products and 

internal structures is costly. Additional checks and monitoring requirements 

create costs primarily for wealth managers ï costs that they can only partially 

pass on to clients. 

¶ In the medium term, the new requirements will create valuable entry barriers to 

the market, protecting incumbents. As newcomers need to set up appropriate 

procedures and systems, it will be more expensive for them to enter markets. 

This extra protection in domestic markets comes at the cost of more difficult 

international expansion. 

Pressure on non-declared offshore money and the shift toward 

declared money 

As mentioned in our discussion of the markets, the pressure on non-declared 

offshore assets is set to increase which might result in certain offshore assets 

being moved out of Europe to less-regulated booking centers. As noted, 

Myth #6: "Offshore 

business will finally 

disappear as tax 

loopholes are closed 

and international 

pressure grows" 
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however, there remain a substantial number of legitimate reasons to keep 

declared assets abroad. Clients with declared offshore money have growing 

expectations of their wealth managers. Competition for these assets is 

expected to increase. A comprehensive offering is likely to be the key 

differentiation factor here; pricing will be of secondary importance, essentially 

a hygiene factor.  

Building up specific expertise and systems for handling all the relevant aspects will 

make the business model much more complex. Based on our interview findings, we 

anticipate two possible developments: Smaller wealth managers will need to 

concentrate on a few well-understood countries; while only large players will be in 

a position to build a broad range of specialized desks handling a truly global client 

base.  

Economies of scale 

Wealth managers have some very obvious opportunities for economies of scale:  

1. Leveraging the brand across different markets and segments  

2. Leveraging expertise (e.g. the advisory process, risk profiling), core 

systems and applications in areas where little or no adaptation is needed  

3. Spreading product-development costs across more segments and clients  

4. Using volume and market presence to gain bargaining power in 

procurement; this will bring better conditions for accessing relevant 

information and markets 

5. Using the brand to increase attractiveness on the labor market  

Size doesn't just bring benefits, however ï it also brings costs. Increased 

complexity in the overall operations leads to higher costs and risks in the 

coordination and steering of the company. Overall, a higher level of management 

attention, steering and controlling is required.  

The ongoing disintegration of the wealth management value chain and the 

solutions being developed for back-office and mid-office services put economies of 

scale high on the agenda. Smaller players can benefit greatly from such services, 

which range from operations to specific applications, risk solutions and even 

compliance. Being able to offer a truly professional service no longer depends on 

size. Economies of scale will remain important not on the corporate level, but 

rather in individual parts of the value chain that can be outsourced to large players. 

Economies of scope with group internal asset management units  

The integrated wealth management model allows for comprehensive pricing 

schemes with room for internal optimization. Both the asset management and 

wealth management unit can benefit from leveraging brand and reputation. Further 

synergies come from the enhanced access to client needs analysis, buying patterns 

and portfolio structures.  

From a wealth management perspective, the integrated model makes it possible to 

offer clients "one-stop shopping" for their general needs (e.g. plain vanilla funds, 

ETFs). This contrasts with the open architecture model, in which the client chooses 

from the entire universe of investment products. Although the open architecture 

model theoretically offers some advantages, we believe it is not feasible for 

Myth #7: "Leve-

raging economies of 

scale is key to 

profitability" 

Myth #8: "Direct 

access to research 
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how are an important 

competitive 

advantage"  
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standard investments due to the high search and monitor costs it involves. It rather 

makes financial sense in specialized areas.  

Furthermore, wealth managers are better able to help their clients participate in 

specialized investment vehicles. At the same time, asset managers benefit from a 

constant and transparent flow of funds. In addition, they gain access to clients who 

require highly sophisticated solutions. Through internal exchange with the 

relationship managers, they can access detailed information about the clients' needs 

and buying criteria. The combined knowledge can then be used to develop new 

products and investment solutions.  

Overall, however, we expect to see further deconsolidation of wealth and asset 

managers going forward. This is due in part to increasing pressure from regulators 

to ensure that internal asset management products are treated in the same way as 

third-party products. Other factors include the rise in management complexity and 

the risk of damage to reputation. These issues are altering the perception of the 

value of integrated wealth and asset management firms to stakeholders. 

Chart 21: Collaboration revenues in integrated business models 

Global Wealth 
Management 

Global Asset 
Management

Collaboration revenues

Investment Banking

Source: Roland Berger  

 

Economies of scope with the group internal investment banking units 

The integrated business model attempts to draw synergies from the closeness of 

wealth management and investment banking business. For both units, client referral 

and cross-selling opportunities exist. Expertise and market intelligence can be 

exchanged ï allowing for insider trading rules ï leading to benefits for both 

product innovation and the quality of advice. The combination of two businesses 

with different revenue patterns can also diversify revenues streams and smooths 

earnings to some extent.  

From the perspective of the investment banking unit, the benefits are in gaining 

access to clients and generating internal revenue streams. The constant flow and 

thus the capturing of the bid/ask spread is seen as an additional incentive for the 

investment bank. The investment banking unit profits from lower funding costs and 

is provided with funding sources.  

Myth #9: 
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wealth management 

unit" 
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From the perspective of the wealth management unit, the benefits are in gaining 

access to investment banking clients and drawing on the structured expertise and 

access to attractive investment opportunities for clients.  

Nevertheless, we believe that the negative developments of recent months will 

dramatically change the perceived added value of closeness to an investment 

banking unit for wealth managers. Ring-fencing wealth managers' reputation is 

paramount ï certain products produced in-house can be obtained at almost the 

same cost externally. 

Very large wealth managers will still have to solve a key problem: How to ensure 

that the enormous flows stemming from their operations are handled in such a way 

that they are in a position to ensure best execution for their clients? The execution 

of changes in discretionary mandates without an investment banking unit is e.g. 

more difficult.  

 

Compensation 

In our opinion, compensation models are a key success factors in private banking. 

For an in-depth discussion of this topic, we refer to the UBS Q-Series research 

report: Will new compensation models change the competitive landscape in Swiss 

Private Banking (May 2007).  

During the near-perfect market conditions between 2004 and 2007, multiple and 

far-reaching changes have emerged in the private banking industry. Increasing 

competition, the development of new markets and products, more demanding 

customer behavior and the establishment of new business models are key 

examples. As a consequence, the quality of private banking relationship managers 

has become even more important in order to attract net new money inflows in this 

highly competitive industry. Successful private bankers (client relationship 

managers, CRMs) are therefore highly sought after, and have enjoyed significant 

compensation increases. In addition, new forms of compensation structures, 

incorporating a larger ódirect-driveô component, have emerged in order to attract 

and retain talent.  

During these boom years, compensation has increasingly become a top-of-the-

agenda issue for most companies in the private banking sector. In addition, there 

has been a powerful trend towards ódirect-driveô compensation, i.e., successful 

CRMs increasingly demand to be paid according to their financial contribution to 

the overall franchise (such as revenue or profit contribution). We call such models 

entrepreneurial model which typically offers two compensation components to key 

employees: alongside a base salary paid at market rates, a fixed payout on 

generated revenues or pre-tax profits; and second, a payout on net new money for 

the first three years after the arrival of the employee. This formula-based approach 

is in contrast to the typical discretionary bonus payments, where the amount of 

bonus is to a large extent at the discretion of management and there is no strict 

(read: formula-based) connection between performance and pay. 

An entrepreneurial compensation model offers various benefits, but also challenges 

to private banks. Key benefits include an enhanced, more transparent basis for 

management decisions, a higher motivational effect, increased entrepreneurial 

behavior of CRMs, the identification and realization of cost savings, an increased 
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attractiveness on the labor market, as well as simplified leadership. We think 

potential challenges of entrepreneurial compensation models are the increasing cost 

of growth, the retention of successful CRMs, a potentially complex implementation 

of the model, a cost-related spill-over effect, a potential reduction of client service 

quality and a deterioration of the working atmosphere. 

The importance of the underlying trend towards entrepreneurial compensation 

models is based on three main reasons: Firstly, since this trend is compensation 

related, it potentially affects all customer relationship managers in the market place 

ï and they are the key success factor in this people business. Secondly, 

entrepreneurial compensation models drive net new money growth, probably the 

most important key performance indicator in private banking. Thirdly, the high 

profit margins of (Swiss) private banks (see section "wealth manager profitability 

seriously hit") depend to a significant degree on a continued high 

institutionalization rate (i.e., clients are typically much more tied to the bank than 

to their CRM) of the clients. In our view, Swiss private banks need to work hard to 

offer a strong enough value proposition that prevents client relationship managers 

from increasingly owning the client, with a much reduced loyalty to the bank as a 

consequence. 

The current crisis and the resulting fundamental changes in the private banking 

landscape are in our opinion a true test for entrepreneurial compensation models in 

private banking. These models have typically so far only been applied to a minority 

of CRMs within each bank (apart from EFG International where it is 

institutionalized). We think that for average-quality employees, who in boom times 

have pushed for formula-based compensation, the attractiveness of such models 

has been greatly reduced given that individually-generated revenues or profits have 

come down by up to 25%. In addition, companies might be forced or tempted to 

pay those top performers who are remunerated according to formula-based 

compensation models additional discretionary bonuses as their total compensation 

could have dropped below market rates. This might offset the conceptual benefits 

of more cost flexibility of (properly implemented) entrepreneurial compensation 

models.  

We do not believe that the post-Lehman environment will prevent top-performers 

and asset gatherers to ask for formula-based compensation, given that the quality of 

advice will even more drive net new money inflows.  

 

What has changed so far? 

The impact of the crisis is significant for wealth management firms. Top lines have 

shrunk due to the lower asset base, less trading activity and changes in the product 

and asset mix. Lower turnover, changes to the product mix and deleveraging by 

clients have also reduced the average margin on the asset base. We expect revenue 

reduction of up to 25%, based on an asset base that is down 20% on average. In the 

medium term, we expect to see a corresponding decline in gross margin. Changes 

in the product mix and reduced trading activity are likely to have an additional 

effect on top-line margins. 

From a client point of view, wealth managers' value propositions have not lived up 

to what they promised. Claims of security, active management and preferential 
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knowledge access were built on weak assumptions. Together with a widespread 

lack of communication ï the failure to let clients know what was going on and 

what was going wrong ï this has resulted in a severe loss of trust.  

In our view, the changes in the market also present opportunities. The reshuffling 

of wealth management units away from troubled entities and the low valuation of 

wealth management assets open up acquisition opportunities for better positioned 

players. For wealth managers wishing to expand, there are interesting hiring 

opportunities in the market. However, our interviewees indicated that typically 

client advisors moving to a new employer are only able to take 20% of their clients 

with them at most; this compares with up to 80% for US brokers.  

 

What will come next?  

After the crisis, wealth managers will need to cope with lower returns and 

increasing costs due to tighter regulation. Together with the strong drop in income, 

this will put pressure on raising efficiency. In particular, we think wealth managers 

will have to carry out the adjustments to their control and support functions that 

they neglected during the preceding period of extraordinary front-driven growth. 

The results of our interviews indicate that many players need to adapt their 

processes, structures, headcount and spending behavior.  

Based on these findings, we believe that a clearer differentiation between 

business models will occur. The changes initiated in the US may trigger a further 

shift away from the broker model in the direction of the traditional private banking 

model. Mistrust in the industry and a general lack of perceived value added will 

lead to a general flight to cash. However, as soon as the smoke has cleared, clients 

will be back for advice. The traditional private banking model offers a stronger 

emphasis on clients and their personal needs.  

We think, the wealth management units of large universal banks will increase their 

domestic affluent client base and lower-end private banking clients. They will try 

to leverage their brand and strengthen their position based on economies of scale in 

product development, research and processing. However, the rising cost of 

providing comprehensive, high-quality advice may make this area of business less 

attractive for non-focused providers. Only those universal banks that can leverage 

their existing processes and structures should be able to provide an efficient 

offering; simply adding a private banking unit or subsidiary will not be enough in a 

more competitive environment. It is thus very likely that, after several years of 

mixed success, many banks will pull out of the wealth management business ï 

leaving room for the remaining banks to position themselves more effectively. 

We also anticipate greater proliferati on of boutique private banks with a strong 

service mentality. The personal relationship with clients is receiving a high level of 

attention, and independent financial advisors may likewise become more important 

in developed markets. 

Further legislative action will likely lead to a stronger focus on risk in client 

support. New regulations may also bring additional requirements in the advisory 

process (content, procedures, documentation) and the indirect commission 

structures. Tighter regulation will lead to higher compliance costs. At the same 
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time, it will create additional entry barriers for non-accredited players, reducing 

some of the pressure on margins. Depending on the industry's future performance, 

there may be more pressure on compensation structures from government and the 

general public.  

For banks, the increased capital requirements will further deleverage the business, 

meaning less risk, but lower overall margins. Business models may need to be 

revised again. The ideal positioning for banks will depend on their current 

capabilities and market access. The critical question is whether the wealth 

management unit can benefit from an integrated model with in-house asset 

management and investment banking. The approach to asset management will 

depend on the bank's need to offer clients an effective model.  

Areas offering standard solutions (beta products, e.g. index tracking funds and 

ETFs) have limited scope for differentiation. They should be reviewed from an 

efficiency perspective, including examining critical size aspects. In areas with 

added value (based on specific research or a selective approach, for instance), we 

think the wealth management value proposition can benefit from direct access and 

better information sharing in an integrated model. With regard to investment 

banking, compliance issues are more critical. Investment banks traditionally benefit 

from the contacts and placing power of the wealth management unit. At the same 

time, the wealth management unit gains privileged access to product innovation by 

the investment bank as well as its clients.  

In conclusion, we assume that margins for players across the board are likely to 

remain under pressure. Clients are likely to continue to deleverage their 

portfolios, resulting in less net interest income and lower asset-based fees (due to a 

smaller asset base). The shift in products away from discretionary mandates, 

complex structured products, managed fund portfolios and similar products should 

persist for the foreseeable future. Less client activity is likely, as is usual after a 

crash. As a result, improving overall efficiency of wealth management operations 

will gain in importance. 

 

Debunking myths about players 

Myth #6: Offshore business will finally disappear as tax loopholes are closed and 

international pressure grows. 

The results of our interviews and recent developments in the market indicate that 

non-declared offshore business could eventually be rebooked to different booking 

centers. Continued efforts to limit financial privacy ("the transparent citizen") 

could act as a core driver for further growth in declared offshore activity. Other 

factors are the lack of trust in governments, political instability and booking center 

diversification. 

Myth #7: Leveraging economies of scale is key to profitability. 

Our research suggests that profitability does not depend on total funds under 

management. In fact, profitability is driven by asset mix and regional disparities. 

The increasing complexity of business models will neutralize most scale benefits. 
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Established banks targeting relevant clients and having the appropriate mid- and 

back-office structures are likely to outperform the market. 

Myth #8: Direct access to research capabilities and asset management know-how 

are an important competitive advantage. 

In fact, collaborating with general asset management brings limited benefits. 

Providing exclusive, sophisticated investment ideas and solutions is the only 

differentiation factor in the market. 

Myth #9: Collaborating with a group's internal investment bank creates significant 

benefits for the wealth management unit. 

Our research shows that collaborating with a group's internal investment bank 

leads to only little increase in revenue for the wealth management. The major 

benefits come from product innovation. In the overall picture, it is the investment 

bank that usually profits more. 
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Offering: Strongly based on trust and focused on 
asset growth ï risk considerations being secondary 

Introduction 

Clients typically delegate their financial decision-making on the basis of 

relationships of trust. They do not have the inclination, knowledge or time to take a 

close interest in how their financial assets are invested. This trust is built on the 

competence they ascribe to their relationship manager.  

Until recently, clients believed that regulation was tight and controls in place. Their 

assets performed well. In bull markets they increasingly asked for higher returns, 

ignoring risk considerations. Products became more exotic and clients didn't want 

to know the details as long as their advisor assured them that the product matched 

their needs. 

As most clients were uncritical and complaints were rare, only a few larger players 

have a comprehensive advisory process in place today. Most wealth managers, by 

contrast, rely completely on their client advisors and their ability and willingness to 

conduct the necessary analyses.  

Price sensitivity is generally perceived by the industry to be low. Clients see this 

differently. For them, it is the absolute net performance of their portfolio that 

matters, not the individual price of the instruments. In badly performing markets, 

where the absolute net performance fees are negative, pricing is a central issue for 

clients. 

In this chapter, we examine the products and services currently offered in the 

wealth management market. We also offer insights into client expectations, based 

on the survey results, and discuss the future outlook. We may summarize our 

findings as follows: 

¶ The relationship manager is highly important for clients. The survey reveals 

that what relationship managers think clients need differs from what clients 

actually expect 

¶ The aftermath of the crisis has shown clearly that both clients and relationship 

managers are rarely able to cope with the sheer breadth of the offering. 

Therefore, wealth managers should redirect their value proposition toward 

their core assets: their clients 

¶ Pricing is not an issue for customers ï wealth management institutions do not 

differentiate themselves by price  
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What do clients expect from their wealth managers? 

As already discussed, clients' financial needs and expectations are shaped by their 

personal situation, values and priorities. These needs and expectations form a 

critical factor in selecting a wealth manager. 

 

Personal relations with the relationship manager and the reputation of the bank ï 

indicated by A in the chart below ï are by some distance the most important 

criteria in choosing a wealth manager. Media and advertising ï indicated by B ï 

are the least important criteria; they are perhaps aimed more at the general public, 

while the success of a private bank depends on accessing clients via more exclusive 

channels. Pricing ï indicated by C ï matters more to clients in poorly performing 

markets than is generally thought by wealth managers.  

 

Chart 22: Criteria for choosing a wealth manager 
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In terms of the competences required, performance is a key criterion in the 

customer's choice of bank (see following chart). However, the personal attention of 

the relationship manager is the most important factor. Access to experts and 

personal (i.e. non-financial) aims are the least important factors. The assignment of 

financial experts could be reviewed due to efficiency improvement or could be 

seen as a potential lever to differentiate the institution in the competitive 

environment.  

 

Myth #10: "Clients 

want to choose from 
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classes and 
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to benefit from new 
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Myth #11: "Pricing is 

still not very relevant 
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industry. New 

pricing will 

compensate for lost 
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Chart 23: Competences required from a bank 
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What relationship managers think clients think

 
 

 

In the two charts above, we also compare what clients think with what relationship 

managers think they think. Although the two broadly agree, they do not overlap 

completely. This is an area that is usually neglected during positive markets, but 

forms the core of misunderstandings when markets turn negative. This is closely 

linked to the dramatic alteration in clients' perceptions of the value added provided 

by wealth management. With the professionalization of the industry and increasing 

sophistication of the clients, customer expectations will continue to grow in future.  

Myth #12: "Clients 

want individualized 

solutions, and this is 

the key value 

proposition of 

wealth management" 
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In the following chart, we break down the relevance of different criteria by clients' 

source of wealth.  

 

Chart 24: Required competences by source of income 
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The source of clients' income influences how they rank the necessary competences 

of wealth managers to a certain extent. However, it is not a major differentiating 

factor, nor should it form the basis of client segmentation. Personal attention from 

the relationship manager is most important for clients whose assets are mainly 

inherited. The differences between the three groups may be due to the varying risk 

appetites of different types of clients.  

The quality of products and services is critical to clients' satisfaction levels (see 

chart below). Transparency is the most important factor in the products and 

services offered by banks. This may be because the lack of ex ante transparency in 

financial services is implicitly recognized by clients. Return features are nearly as 

important as transparency. Contrary to popular belief, innovative, special and 

sophisticated products do not rank very highly overall.  

Myth #13: "As 

clients' asset 

volumes grow, they 

demand more 

sophisticated 

solutions" 
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Chart 25: Relevance of the bank's product and service offering 
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We find a similar picture for clients' assessment of additional services (see chart 

below). Here, honesty is the most important factor. This should probably be regarded 

as a hygiene factor rather than a differentiating one. The friendliness, attention and 

acceptance of the bank also rank very highly. "Access to research" relates to the need 

for information and transparency. Special events and memberships are not regarded as 

essential, in contrast to public perception.  

Chart 26: Relevance of additional services 
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Limitations of the traditional advisory model 

Traditionally, the relationship between client and relationship manager is built on 

personal interaction. The relationship manager is the primary point of contact for 

clients and he or she acts as doorkeeper. He or she holds the relevant information and 

details on clients, and this information is his or her raison d'être. We see limited room 

for the bank to influence the way the relationship manager provides services to 

clients.  

Although clients value the relationship with their advisors highly, even very good 

client advisors only take with them a very small number of their clients if they move 

to a new firm. This implies that the client relationship is actually more strongly 

connected with the institution in question than is generally realized. Few relationship 
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managers have the broad spectrum of skills needed to advise their clients on all 

matters that might arise. Despite this, team-based approaches are rare and specialist 

expertise is not leveraged. Even large players often provide limited capacity when it 

comes to specialist advice. To improve the value proposition, it is therefore essential 

to identify the target groups that fit best with the capabilities of the relationship 

manager.  

A product-centric approach dominates 

Most wealth management providers claim to focus on the relationship with their 

clients. However, the reality can be somewhat different. Relationship managers 

have an interest in pushing certain product categories that have favorable 

conditions ï a fact partially reflected in their compensation schemes.  

Absolute return funds and structured products are not a "pure" asset class. They 

have additional components provided by the originator that add on certain desirable 

characteristics, such as capital protection or enhanced return potential. Neither 

structured products with capital protection schemes nor absolute return strategies 

have been able to counter the recent market downturn, however. The industry has 

been slow to come up with new solutions catering to this core need. Conservative 

investors are therefore becoming even more reluctant to invest their assets actively. 

Primarily volume-based pricing 

Wealth management clients are traditionally not very price sensitive. Individual 

clients lack the ability to set the "correct" price due to their lack of familiarity with 

the field. Moreover, the real price of highly complex products and solutions is often 

not immediately transparent. 

The interview results show that clients are willing to pay more for a premium brand, 

especially in the current environment. The importance of prices depends on the value 

profile. Some clients negotiate prices. Others hope that they will be rewarded ï these 

clients should be retained by means of quality and service. In some areas, clients are 

typically very sensitive to price: isolated cost items such as new bank cards, 

payments and cash withdrawals, for instance. These prices are not really accepted, as 

clients do not perceive the value added by the bank or consider it a normal part of the 

relationship. The following chart gives shows clients' general pricing preferences. 
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Chart 27: General pricing preferences by clients 
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Pricing in wealth management is not as important as in other industries, where 

pricing mechanisms are used systematically to segment clients and define service 

levels. In wealth management, pricing may act as a differentiating factor if all other 

criteria are met equally, but in general quality is more important than price. Only 

certain products, such as mortgages and plain vanilla mutual funds, have come 

under pricing pressure due to aggressive market entries. Clients appear to be 

focusing on absolute net return (i.e. returns after fees). If this is indeed so, pricing 

may become more important in difficult markets.  

Client advisors usually still have a large degree of discretion to give discounts, 

without taking the impact on profitability into account. Indeed, their incentive 

systems are based on revenues or growth of assets under management, rather than 

profitability. Typically, the relationship manager is entirely free in setting 

brokerage fees. This said, there is no evidence that clients have negotiated prices 

more aggressively during the recent bumper years.  

There have been various attempts to introduce new pricing schemes onto the 

market. However, client acceptance has been rather low, and most initiatives have 

come to nothing.  

The following chart shows how clients evaluate pricing schemes. Clients tend to 

favor pricing schemes that are based on performance. However, they rarely ask for 

performance-related fees, and accept paying more in good years. Clients say that 

they prefer fees based on individual transactions to the most common pricing 

scheme used today, a percentage of asset volume. Wealth managers prefer the 

current system ï unsurprisingly, as it is fairly easy to implement and generates 

much more stable revenues.  
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Chart 28: Evaluation of pricing schemes by clients 
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Many wealth managers have initiated process-based costing or product costs in the 

past, but then struggled to maintain them. In general, such cost transparency 

approaches are easier to handle in standardized retail business. They are not often 

implemented for services due to the perceived high cost of the initial setup and 

maintenance.  

The following chart indicates how clients evaluate performance-based pricing 

schemes. About one third prefer pricing based on performance (confirming what 

we saw in the previous chart). However, more than one third state no preference for 

such schemes or say they don't know. For a substantial proportion of clients, 

pricing schemes are simply not very important. As a consequence, banks typically 

stick to their pricing schemes based on a percentage of asset volume, ignoring 

client preferences. 

Chart 29: Evaluation of performance-related pricing schemes 
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What has changed so far? 

The recent losses have revealed that clients were not investing in a way that 

reflected their financial situation or willingness to take risks. Hence, there is need 

for change. Clients have shifted from performance considerations to risk 

considerations and asset protection. It is now important to take risk actively into 

account. Comprehensive asset and wealth management is set to become much more 

important in the future. 

The flight out of many asset classes calls for additional solutions for cash 

investments. These products offer low margins and clients have difficulty 

perceiving any value added. Clients' reluctance to trade, and shifts in the product 

and asset mix, are leading to lower portfolio turnover and reduced ticket income. 

The market downturn has shown that standalone products such as absolute return 

funds and structured products were not designed to withstand large downside 

movements. With confidence in these products gone, the whole product category 

needs to be reviewed. 

Our research found that many clients have split their assets between different 

wealth managers. This diversification of bank relationships has reduced the 

average share of wallet, leading to lower client profitability as servicing costs per 

client rise. Maintaining different wealth management relationships is costly not 

only for banks but also for clients, involving basic fees, lower discounts, higher 

search and monitoring costs, lack of overview, and so on. However, it puts clients 

in a better position to compare the service they receive from different wealth 

managers ï a factor that could ultimately drive service quality.  

 

What will come next?  

Wealth management players must fundamentally rethink their value 

propositions. Clients are taking a more critical stance. The added value they 

actually receive must be re-examined. The advisory process is at the core of the 

offering. However, any advisory process is only as good as it is understood, 

accepted and applied by the relationship manager. The advisory process forms the 

link between the wealth manager and the client with his or her specific needs and 

expectations. The advisor must thoroughly analyze the client's situation, needs and 

priorities in order to get a full picture of the client and to provide the right offering. 

Our research on client setup and demand should be a valuable tool for identifying 

potential needs and priorities by client type.  

We believe that wealth managers who put the client at the heart of their activities 

will outperform those who simply lie back and wait for markets to recover. The 

latter will face severe risks in the near future. The cornerstone of a long-term 

relationship with clients is offering solutions that meet clients' needs and respect 

their core values. Client advisors need to put themselves in their clients' shoes. 

They should try to understand client needs better and support them in formulating 

their expectations. This, along with offering clients flexible and modular products 

tailored to their needs, is more likely to restore lost trust than expensive marketing 

campaigns.  
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Offering a suitable product range is the key success factor in client servicing. 

This aspect is too critical to be delegated completely to advisors. Wealth managers 

must undertake a pre-selection of products that are suitable for each client segment.  

If wealth managers wish to improve their service level, they will need to ensure 

stronger involvement from qualified specialists. These specialists include 

financial planners and tax experts, who can help devise adequate solutions. 

Transparency is not likely to increase in the coming years without relevant 

regulation. Two factors will increase transparency to some extent: self-regulation 

and clients diversifying their bank relations. However, we do not expect banks to 

start a pricing war  in this segment, as pricing is not a major differentiating 

factor. At the end of the day, wealth managers' clients are willing to pay for 

quality. 

 

Debunking myths about the wealth management offering 

Myth #10: Clients want to choose from a broad range of asset classes and 

investment products to benefit from new market opportunities. 

Our survey of wealth managers shows that few clients actively seek new investment 

opportunities. Most clients ï and often their advisors too ï cannot cope with the 

complexity of new offerings. Wealth managers should apply strict pre-selection of 

products by clients' profile.  

Myth #11: Pricing is still not very relevant in the wealth management industry. 

New pricing will compensate for lost margins. 

Clients care about net performance. Their sensitivity toward pricing is low as long 

as net performance is positive. Our research shows that pricing becomes more 

relevant for clients as markets get more difficult. The industry should therefore 

think of ways to base pricing schemes on the value added provided to clients. 

Myth #12: Clients want individualized solutions, and this is the key value 

proposition of wealth management.  

Our interviews confirmed that clients want personalized service and solutions 

suited to their particular situation. But the solutions can be based on modular 

elements without impeding personal service. 

Myth #13: As clients' asset volumes grow, they demand more sophisticated 

solutions.  

The need for more sophisticated products is directly linked to clients' financial 

complexity. However, the interviews showed that many clients neither understand 

nor need complex products. 
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Wealth manager profitability seriously hit 

The following section illustrates that the profitability of wealth managers is 

increasingly under severe pressure which in our opinion forces management teams 

to seriously consider and implement changes. 

Overriding profitability driver for private banks 

One of the key profitability drivers for private banks is gross margin, i.e. the 

revenues generated from assets under management (AuM), as expressed in basis 

points on AuM. This margin depends on a variety of factors, such as the asset mix, 

the type of mandate (advisory or discretionary), the degree of trading activity and 

pricing. Not surprisingly, the gross margin tends to expand in good financial 

market conditions, driven by higher client activity and increased risk appetite. In 

bear markets, by contrast, the gross margin contracts. 

In the current downturn, we think the potential magnitude of the decline should be 

of key interest to investors and management teams in the area of private banking. 

Looking at various consensus data, we think expectations are too optimistic as the 

financial market seems assume a peak-to-trough gross margin decline of less than 

10bp.  

A look at the previous cycle 

For illustration purposes, we turn to Credit Suisse. The table below shows how 

Credit Suisse's private banking operation developed during the previous cycle. We 

highlight a peak-to-trough gross margin reduction of 18 bp, which represents a 

relative decline of 14% between 2000 and 2002. This decline was probably slightly 

more pronounced at Credit Suisse than with smaller private banks, given its 

traditionally strong focus on distribution and products. 

Table 4: Credit Suisse Private Banking 1999-2003  

[%]

Pre-tax margin

Gross margin [bp]

AuM [CHF billion]

AuM growth

NNM growth

Revenue growth

Cost growth

Pre-tax profit growth

1999

51.6

NM

477.0

18.4

2.9

10.3

11.5

15.8

2000

49.8

135.2

456.4

-4.3

3.9

33.9

35.1

29.1

2001

42.8

128.1

520.1

14.0

7.6

4.4

23.6

-10.3

2002

35.6

116.8

465.7

-10.5

3.7

-7.9

3.1

-23.4

2003

39.0

121.3

511.7

9.9

3.8

-2.5

-7.6

7.0

Trough vs. peak 

[%]

-31

-14

Source: Company data; UBS estimates

Note: Data is consistent where possible, despite changes in the reporting format; NNM is net new money
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Next to cyclicality, there are structural issues 

We believe that the decline in gross margin in the current cycle will for most 

private banks likely be worse than in the previous cycle. This is based on our view 

that, apart from cyclical effects such as less client activity and reduced appetite for 

risk, there are a number of structural factors adding to the pressure. These factors 

are likely to impair gross margins structurally. 

 Below, we discuss alternative assets, leverage and discretionary mandates. We do 

not focus on pricing, as for now we do not expect broad-based and sustained 

pricing pressure, which has ï in our opinion ï never been a real issue for the Swiss 

private banks. Time will tell whether this remains the same ï once clients have 

been told the final impact of the annus horribilis 2008 on their wealth. However, 

the main counter-argument could be that clientsô need for advice has probably gone 

up sharply. 

 

High-margin alternative assets subject to substantial 
decline 

We estimate that alternative assets ï structured products, hedge funds, private 

equity and commodities ï grew from 4% of total assets under management to 15% 

between 2003 and 2007 in a model private bank (see table 5, further below). In 

other words, this product category yields revenue margins that are roughly twice 

the average. Counterparty risk concerns sparked by the collapse of Lehman and the 

general shift toward simplicity mean that demand for structured products will 

probably remain weak for some time to come. Current activities are largely driven 

by customized solutions for large clients or family offices. 

Demand is probably structurally impaired in the case of hedge fund products. This 

is due to weak performance, lack of liquidity (redemptions) and the Madoff case. 

We struggle to see how private equity can regain its attraction and return potential. 

Furthermore, poor performance in many commodity products will inevitably lead 

to reduced investor appetite. 
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Lending to clients and leverage 

Over the past few years, growth in lending to private banking clients has been a 

major area of revenue and net new money growth. The table below summarizes 

growth in client loans among pure-play wealth managers. 

Table 5: Growth of client loans 

[CHF m]

Credit Suisse WM

EFG Int.

Julius Baer

Sarasin

Vontobel

Source: Company data; UBS estimates

1) CS WM as of Q3 08 2) CAGR 2006-Q3 08

NA

1,500

2,984

1,365

372

2003

NA

1,776

3,287

1,464

422

2004 2005

NA

4,545

5,831

1,710

451

2006

69,224

6,146

6,918

2,423

692

2007

76,265

7,920

12,160

3,851

813

H1 08

82,737

8,510

11,051

4,463

918

CAGR H1 

08/2003

7.4%

37.1%

26.9%

24.0%

17.8%

Total H1 

08/2003

19.5%

467.2%

270.4%

227.0%

146.6%

2)1) 2)

 

 

As a rule of thumb, loans to private banking clients take the form of either 

Lombard loans or mortgage loans relating to Swiss real estate. Lombard loans (i.e. 

loans collateralized by securities) are typically used to purchase securities and 

hence introduce direct leverage to client portfolios. Banks usually count 

investments in securities funded through newly lent loans as net new money, but 

not the loan itself. With respect to mortgage loans, we estimate loan-to-value ratios 

in private banking mortgage lending of around 75%. Rather than amortizing the 

debt, private banking clients tend to invest their excess funds in the financial 

markets for return and tax reasons.  

Given that both Lombard and mortgage loans are performed on a collateralized 

basis (using the securities or real estate), loan loss provisions charges should 

structurally be very small, i.e. a few basis points of the average loan volume. 

However, recently published results from several banks unveiled that margin calls 

and forced de-leveraging during the final months of 2008 have caused loan losses 

well above expectations. In the case of Credit Suisse, for instance, annualized 

fourth quarter 2008 loan loss provisions on wealth management loans (excluding 

mortgages) were north of 100bp.  

All private banks that have so far reported full-year 2008 results have witnessed a 

sharp de-leveraging trend. Apart from a negative net new money impact (the 

liquidation of credit-funded AuM triggers outflows), revenues were also negatively 

affected. Revenues generated from lending are included in the gross margin 

calculation of the private banks, though the AuM denominator of the gross margin 

calculation does typically not include loans. As illustrated in the section below, 

assuming 100 bp margin on the invested loans, we think lending has, over the past 

few years, added up to 6-7 bp to the gross margin of a óstandardô private bank. In 

view of potential high-margin investments funded by these loans, this number 

could even be understated. Hence, we see deleveraging as an important driver for 

downward pressure on gross margins.  
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Not only given the often brutal experiences of clients who faced margin calls over 

the months, as well as costly collateral liquidations exercises by the banks, we 

think leverage in client portfolios will structurally decline compared to 2007. 

Discretionary mandates 

Over the past few years we have seen a rise in discretionary mandates, an 

arrangement under which the bank has the mandate to take investment decisions as 

opposed to just an advisory role. Based on our interviews with companies, we 

believe that the share of discretionary mandates may have increased by 10% since 

2003. The margins charged by banks on discretionary mandates ï we estimate 120 

bp on average ï are typically higher than in the case of advisory mandates. This has 

helped to improve recurring revenues derived from assets under management. Poor 

performance and the shift toward simplicity (e.g. direct government bond 

investments) could now lead to a falling share of discretionary mandates. 

 

We expect 16 bp reduction in gross margin reduction over 
2007 to 2009 

Below, we illustrate how we expect the gross margin of a model private bank to 

develop. In a nutshell, we believe that the gross margin will decline from 104 bp in 

2007 to 88 bp in 2009 ï roughly the level experienced in 2003. This represents a 

relative decline of 15%. This will be driven by four factors: a decline in the share 

of alternative assets; a higher share of low-margin products; less client activity 

(factored in via a decline on various asset classes); and reduced client leverage, i.e. 

lending.  

 

Table 6: Gross margin development in a model private bank 

 

Asset class

Accounts, money markets, fiduciaries

Alternative assets1)

Third-party funds

Bonds

Equities

Investments financed by loans

Own funds

Total

Blended gross margin

16%

5%

8%

23%

29%

4%

15%

100%

2003

20 bp

180 bp

90 bp

50 bp

100 bp

100 bp

150 bp

86 bp

Gross 

margin

12%

15%

6%

18%

27%

8%

14%

100%

2007

20 bp

190 bp

90 bp

50 bp

110 bp

100 bp

150 bp

104 bp

Gross 

margin 2009e

18%

7%

8%

21%

25%

6%

15%

100%

Gross 

margin

20 bp

180 bp

90 bp

50 bp

100 bp

100 bp

150 bp

88 bp

Source: Company data; UBS estimates

1) Structured products, hedge funds, private equity and commodities

 

 

We believe that the potential impact of the massive deterioration in markets and 

real economies ï plus events such as the collapse of Lehman ï has been widely 

underestimated. Private banking profits will be badly hit. Apart from the decline in 
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gross margins, the industry has seen a decline in assets under management of 20% 

on average and less net new money due to the current market and economic 

conditions. Any net new money will come on the back of market share gains, 

which often involve high costs. Moreover, the industry is experiencing inflexible 

cost structures, which are still on the rise due to investments. 

 

Table 7: Impact of the crisis on the profitability 

Revenues

Costs 

Pre-tax 

Avg. FuM

Gross margin

Cost-income

Pre-tax margin

105.0 

-52.5

52.5 

10  bn

105.0 bp

50.0%

52.5 bp

70.6

-47.3 

23.3

8 bn

88.2 bp

67.0%

29.1 bp

After Crisis

-32.8%

-10%

-55.6%

-20.0%

-16.0%

-44.5%

Change

Cost reduction

Change in pre-tax spread

Change in pre-tax profit

0%

-57.0%

-65.6%

-10%

-44.5%

-55.6%

-20%

-32.0%

-45.6%

-30%

-19.5%

-35.6%

-40%

-7.0%

-25.6%

-50%

5.5%

-15.6%

Pre-Crisis

Source: Roland Berger

Change in pre-tax margin depending on reduction in costs

[CHFm]

 

A simple calculation shows, that a wealth manager, which had a 105 bp top-line 

spread and a cost-income ratio of 50% before the crisis would have to reduce it's 

cost base by almost 50% in order to keep the pre-tax margin on a pre-crisis level. 

Nevertheless this would still imply a reduction of the pre-tax profit by roughly 

15%.  

A cut in costs by a hefty 30% would still result in a reduction of the pre-tax margin 

of 20% and about one third lower pre-tax profit for the wealth manager.  
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Moving out of the crisis ï redefining the 
value proposition  

Overview 

Wealth managers should take a step back and analyze their situation with care and 

diligence. Companies that use their solid financial situation to refocus their 

business and bring their offering into line with client needs put themselves at a 

distinct advantage. We identify four "calls for action" in the wealth management 

industry:  

¶ Market ï Rebuild trust 

¶ Clients ï Reduce complexity 

¶ Players ï Improve efficiency 

¶ Offering ï Develop client-centric solutions 

Wealth management institutions need to respond to these calls for action. We 

recommend five different types of action (see chart), discussed in greater detail 

below.  

 

Chart 30: Redefining the wealth management value proposition 

Build a truly client-

centric organization

5

Regain trust on all levels1

Ensure strategic flexibility 

through efficiency

improvement

2

Identify and focus on 
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Source: Roland Berger 
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1. Regain trust on all levels 

 

The first and most important issue in the current situation is to regain trust on all 

levels. This requires taking effective action to improve communication on all levels. 

Focus areas should be the interaction between the client advisor and the client, the 

products offered, right up to the public perception of wealth managers. In the 

longer-term, wealth managers must rebuild a truly trust-based organization. 

 

Regaining trust  is the most important  issue for the industry today. Clients have 

been disappointed by the poor performance of their assets. In part, they blame their 

relationship managers for not having fulfilled their promises or told them about the 

inherent risks of the investment strategy pursued.  

Trust is the foundation of the industry. It is the basis on which clients delegate key 

decisions to their wealth managers ï decisions that have a direct impact on their 

financial situation. Actions to rebuild trust need to be carefully designed and 

implemented. They must cover all the relevant areas: the interaction between the 

relationship manager and the client, the information provided about products, and 

even the way the wealth manager behaves in public.  

For relationship managers, the key thing is to discuss the situation openly with their 

clients. They must explain what has happened, what needs to change and what the 

next steps should be. Apologizing may be helpful. The bank should support their 

relationship managers by providing them with relevant materials and pre-

formulated answers and arguments. If required, they can also offer training in how 

to deal with difficult situations.  

To rebuild trust in an organization, communication is essential. This must be 

accompanied by effective actions addressing the issues raised by the crisis. Specific 

products are needed and the advisory process must be redesigned. Wealth 

management institutions must take criticism seriously and develop ways of 

handling it professionally.  

In the longer term, it will be critical to build a truly trust -based organization. In 

terms of people and strategy, this means fulfilling the expectations of stakeholders 

with regard to the managers and directors of the company. This is about trust in the 

ability of management to perform their duties and perform them fairly ï i.e. 

personal trust. It is also about creating a sense of trust among the workforce, the 

belief that they will succeed in realizing their strategy and achieving their growth 

targets ï i.e. strategic trust. In terms of the organization, it means fulfilling the 

expectations of stakeholders that conflicts will be resolved fairly, agreements and 

rules adhered to, people informed about developments quickly, and so on ï i.e. 

organizational trust. 

Building a trust-based organization will bring four key benefits: more employee 

commitment through greater involvement; better product/service quality through a 

motivated workforce; stimulation of creativity through direct exchange; and 

reduced transaction costs thanks to less monitoring.  
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2. Ensure strategic flexibility through efficiency 
improvement 

 

After regaining trust from stakeholders, institutions must become more efficient. 

Key initiatives include ensuring sustainable costs and reducing complexity.  

 

Efficiency improvement  

In recent years, the unparalleled growth of wealth around the globe led to an 

increased need for wealth management services. Growth moved high up the agenda 

for the entire industry. Riding this wave, wealth managers were able to reduce their 

cost/income ratios without directly targeting costs. The efficiency initiatives of past 

years were mainly "tame tiger" programs that barely managed to keep the cost base 

constant.  

To maintain profitability in the current environment, the total cost base now needs 

to be reviewed. Significant and sustainable reductions are required. This presents 

wealth managers with a number of new challenges: 

¶ Reduce the cost basis sustainably without jeopardizing future growth  

¶ Improve efficiency in line with the client's culture and mindset 

¶ Respect governance structures 

¶ Ensure the commitment of key stakeholders within the organization 

¶ Enable proactive and consistent communication, both internally and externally 

Cost reductions are sustainable only if they are based on the current and future 

requirements (both internal and external) of the company and carried over into the 

governance and leadership structures. Efficiency programs need to be closely 

managed and aligned with the strategic agenda.  

Chart 31: Efficiency improvement approach 

TARGETING(WHITE PAPER) CONCEPTUALIZATION (BLUE PAPER)1 2

3 IMPLEMENTATION

ÅRamp up

ÅInterview top management

ÅAnalyze current performance 

(cost/revenues) and drivers

ÅDefine target level

ÅDevelop assumptions

ÅIdentify opportunities for improving

efficiency and validate them

ÅSpecify actions

ÅSelect actions and prioritize

ÅDesign overall structure, process 

and cost management

ÅRealize quick wins

ÅSet up program mgmt.

Å Implement change 

management

ÅSet up action management

ÅAppoint task force for individual tasks

Source: Roland Berger  
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A closely managed process with a short timeline helps to identify savings targets 

quickly and ensures communication early in the project. Realizing quick wins ï 

which should be communicated ï can send a strong signal to the organization and 

external stakeholders. This underscores the credibility of the targets, motivates 

employees and may help increase confidence toward investors.  

In our experience, a sustainable reduction of the cost base is possible without 

making major changes to the overall organization. Focusing on control & support 

and administrative functions reduces the impact on the organization as a whole and 

client processes in particular. Due to the combined reduction of funds under 

management and the gross margin in the current crisis activities in the front office 

should be considered as well. Significant savings are possible within these 

functions. 

Successful efficiency improvements support the development of the company in at 

least four distinct ways. Firstly, cash can be freed up for investments during a 

downturn, thus supporting future growth. Secondly, efficiency gains improve 

profitability and thus shareholder value during the downturn and into the next 

cycle. And thirdly, promoting a cost-conscious culture is important in maintaining 

a sustainable cost basis.  

 

Reducing complexity 

The complexity of the financial services business has grown rapidly in recent 

years. This trend will continue as more regions come into play and growth rates 

improve. It will affect every area of the industry, including client relationships, 

products and transactions on all levels. 

In this context, optimizing complexity has significant potential for the industry. It 

requires focusing on higher or lower complexity businesses. This can be done by 

optimizing the value chain (as shown by Dell, for example), optimizing the 

business model and realigning the product shelf. Reducing external and internal 

complexity is a key way to regain efficiency throughout the organization ï from 

products and processes to the organizational structure and IT systems. The 

following chart gives an overview of the potential drivers of internal and external 

complexity.  
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Chart 32: Overview of complexity drivers (examples) 

Specific customer requirements

Short-term effects

Internal

Long-term effects

Individually customized products

Cyclical overcapacity ð

margin pressure

Price decline

Time-

frame 

(years)

0 1 2 3 4 5 >

5

External

Large number of business 

partners

New technology

Large number of product elements Diversity of product portfolio

Heterogeneity of processes

Diversity of technology Dependence on strategic partners

Non-transparent reporting Weak focus on results

Source: Roland Berger  

 

Complexity itself is necessary for success in the market. But excess complexity 

lowers profits ï often without anyone noticing. The following chart shows the 

potential benefits of achieving an optimal level of complexity. This is typically 

substantially less than the current level of complexity.  

 

Chart 33: Reaching the optimal level of complexity 

Complexity ðRevenue Complexity ðProfit

Maximum profit zone

Revenue

Cost of 

complexity

Optimum

Target 

complexity

1

2
3

Basic complexity necessary to be competitive1

Target complexity to achieve optimal competitiveness and maximum profit2

Excess complexity resulting in disproportionate growth in costs3

Profit

Optimum

1

2

3

Excess 

complexity

Basic 

complexity

Basic 

complexity

Target 

complexity

Excess 

complexity

Source:Roland Berger  

 

It is useful to distinguish three different types of business complexity: complexity 

of the client offering, complexity of production, and complexity of the 

organizational structure. Critical areas include the following:  
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¶ Complexity in the offering, not paid for by clients (products and services, 

including options and service levels, e.g. insurance add-ons for credit cards): 

Streamlining the product shelf can significantly reduce the complexity of 

production and so increase profitability. In the survey, we found that clients 

don't actually want extensive product offerings. An initial analysis will reveal 

actual product usage. The offering can then be simplified by eliminating 

products or by replication, i.e. creating synthetic solutions that have the same 

pay-off pattern but are cheaper to maintain. This will reduce complexity on an 

ongoing basis  

¶ Additional complexity, paid for by clients (differentiation of products and 

service levels by client group, e.g. risk-based pricing for credit cards): 

Increasing the complexity of the offering can differentiate the offering in the 

market. This allows higher margins and so increases profitability 

¶ Non-value-adding complexity in operations, channels, internal core and 

support operations of all types and the supply chain: Many management 

concepts aim to improve operations ï e.g. Business Process Re-engineering, 

outsourcing, near-shoring, off-shoring ï without questioning the value. This 

applies to internal products and services as well as to end-customer products 

and services 

¶ Non-value-adding complexity in the organization (vertical and horizontal 

structures, leadership processes): Organizational structures tend to grow based 

on personal interests and the changing balance of influence (e.g. concentration 

of influence in non-business-originating functions) 

A potential roadmap consists of six distinct steps: 

1. Measure/estimate customer profitability: profitable customers receive a higher 

service level and non-profitable customers are either developed or reduced  

2. Optimize the complexity of the offering to ensure differentiation and fully 

capture demand (non-commodity products); review products that do not 

provide economic profit 

3. Define services (service management) to gain transparency and ensure best 

practice; simplify underlying products (e.g. financial products) using a 

modular system 

4. Exploit the resulting business model opportunities in operations, production 

and sourcing (e.g. product management, transaction management, support 

operations) 

5. Align and streamline additional elements of the business model (ripple 

effects), including resources (also warehousing), cooperation and organization 

6. Restrict the complexity of the business model for products (e.g. proliferation 

of parts, variants offered) and services, validating cost implications and value 

added 
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3. Identify and focus on attractive client segments and 
target groups 

 

Ensuring sustainable growth, wealth managers must improve their customer 

understanding. A meaningful client segmentation ï beyond assets under 

management ï will enable institutions to generate added value. This in turn will 

generate greater trust in the organization and will allow the organization to focus 

its resources. 

 

Earnings are declining and costs are still growing. In this context, wealth managers 

need to identify attractive client segments and target groups and focus on them. 

These client segments will not be the same for all providers: they will depend on 

the provider's organizational setup, capabilities and access to clients.  

The first step is to differentiate clearly between different client segments. As 

discussed in the ñclientsò section, bankable assets can be a valuable indicator of the 

potential needs of clients. A comprehensive understanding of the customer is 

vital in the current economic situation. For this, we propose using a value-based 

segmentation such as the Roland Berger Profiler (see box).  

 

The Roland Berger Profiler is a unique approach to strategic brand management 

and market development. The basic thinking behind the tool is that customers are 

more likely to buy brands that address values that are important for them. This is 

based on the principles of self-congruence theory. What makes the RB Profiler 

unique is that it measures and visualizes the values of consumers and brands in 

a single system.  

Unlike conventional demographic approaches, the RB Profiler enables a holistic 

understanding of brands and target groups based on customer values and needs. 

This enables companies to understand the value profiles of different target groups 

and brands, compare brands with competitors, and match a brand with prospective 

target groups. They can also assess the economic relevance of each segment using 

specific market criteria, making it possible to identify the most attractive target 

groups.  

The RB Profiler has been used successfully in financial services markets around 

the world, in banking, insurance and even reinsurance (B2B). The RB Profiler 

covers all the relevant factors. Potential buying decisions are forecasted and 

simulated based on affinities with a high level of statistical validity. Visualizing 

brands and customer segments in a joint market space helps companies to analyze 

the competitive environment, market gaps and their strategic positioning options. It 

can also help them translate the brand strategy into an effective marketing approach 

that reaches all customer touch points. 
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Companies can supplement this value-based segmentation with a secondary 

segmentation. This can be based on behavior types, source of wealth, lifecycle or 

assets, for example. To understand clients' future contribution to earnings, the 

segmentation needs to consider not only current assets but also future growth and 

potential new assets.  

Chart 34: Example of the segmentation process 
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Following this, wealth management companies should evaluate the customer 

segments on the basis of economic and strategic criteria (e.g. size, competition, 

monthly savings ratio, income, willingness to pay). This will allow them to focus 

on the target segments and position themselves in the competitive landscape. 

Having defined target customer segments, companies can communicate the 

attitudes and motives of customers internally and describe them with the aid of 

various tools (e.g. factsheets). These can be used by the different internal 

departments (marketing, product development, etc.) and the relationship managers. 

The whole process should be revised on a continuous basis to ensure up-to-date 

customer segmentation (e.g. yearly basis, depending on the environment). 

A potential roadmap consists of the following steps and activities:  

1. Segment customers into homogeneous groups 

2. Identify the attractive client segment and target group 

3. Communicate the new segmentation internally 

4. Position the brand in the competitive landscape toward target segments 

5. Ensure continuous improvement of the customer understanding  

 

4. Redesign the offering 

 

Wealth managers must redesign their product offering in line with their clients' 

situations, needs and expectations. We believe that the best way to do this is to 

redefine the advisory process and introduce a modular solution structure with 

flexible components. A major overhaul of the product shelf is required, putting 

client needs at the center of all activities. 

 


