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Introduction

lobal wealth climbed by 8.0 percent in

2010 to $121.8 trillion, or about $20 tril-

lion above where it stood during the

depths of the financial crisis. The rate of

growth has slowed since the sharp turn-
around in 2009 and was below the pace set during the
precrisis boom—from year-end 2002 through 2007—
when wealth grew at a compound annual rate of nearly
11 percent. Still, the outlook remains upbeat. Global
wealth is expected to increase at an annual rate of near-
ly 6 percent over the next several years, with exception-
al growth in emerging markets.

Despite such encouraging signs, our benchmarking sur-
vey of 120 wealth managers around the world found
mixed results for 2010. The average pretax profit margin
of wealth managers increased to 23 basis points, up 4 ba-
sis points from 2009. In most regions, however, revenue
margins remained lower than they were before the crisis
(and in some places continued to decline), while cost-to-
income ratios remained higher (and in some places con-
tinued to rise). Offshore wealth managers, particularly
those based in Switzerland, faced the most significant
challenges, as the push to increase tax and regulatory
compliance as well as international reporting stemmed
the flow of assets and imposed new costs.

More broadly, changes in client behavior and competi-
tive dynamics are affecting virtually every type of wealth
manager. In some regions, clients are becoming more
price sensitive, prices are becoming more transparent,
and competitors—particularly those wielding new or al-
ternative business models—are using the combination
of these two trends as a way to gain market share. For
many wealth managers, however, pricing remains a vast-
ly underutilized tool for improving revenue margins. At
many wealth-management institutions, pricing strategies
are more arbitrary than deliberate and are often decou-
pled from the service levels provided to specific client
segments.

As much as the sustained recovery of global wealth reaf-
firms wealth management’s place as a relatively stable
and attractive part of the financial services world, it also
masks important and lasting changes to the dynamics of
this industry. Perhaps more than ever, a wealth manager’s
adaptability—its capacity to anticipate and respond to a
combination of regulatory, client-driven, and competitive
changes—will determine how well it prospers from the
continued growth of wealth.
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Market Sizing

Capitalizing on a Sustained Recovery

lobal wealth grew in nearly every region of

the world in 2010, with assets under man-

agement (AuM) showing signs of a sus-

tained recovery in both developed and

emerging markets.! (See Exhibit 1.) By the
end of the year, AuM had increased by $9 trillion and
was at a record-high level.

Global Overview

North America had the largest absolute gain in wealth, at
$3.6 trillion, and the second-highest growth rate, at 10.2
percent. Its $38.2 trillion in AuM—nearly one-third of glob-
al wealth—made it the world’s richest region. In Europe,
wealth grew at a below-average rate of 4.8 percent, but the
region still gained $1.7 trillion in AuM. North America sur-
passed Europe as the wealthiest region in part because its
capital markets had a stronger recovery, but also because
the euro lost value relative to the dollar in 2010.

Wealth grew fastest in Asia-Pacific (ex Japan), at a 17.1
percent rate (the region is classified as “emerging” be-
cause of the predominance of emerging markets). In the
Middle East and Africa, growth was above the global av-
erage, at 8.6 percent, but was limited by volatility in the
price of oil as well as by the real estate crisis in Dubai.
In Latin America, wealth grew by 8.2 percent. Together,
these three emerging-market regions accounted for
$29.7 trillion in AuM, and their share of global wealth
continued to rise—from 20.9 percent of global wealth in
2008 and 22.9 percent in 2009 to 24.4 percent in 2010.

Wealth declined by 0.2 percent in Japan to $16.8 trillion.
Although Japan remains one of the largest wealth mar-
kets in the world, its share of the Asia-Pacific region’s

AuM has been declining. As recently as 2008, Japan ac-
counted for more than half of all the wealth in Asia-Pacif-
ic. In 2010, it accounted for about 44 percent.

Adjusted to reflect fluctuations in exchange rates—in oth-
er words, with wealth converted to U.S. dollars using pre-
vailing year-end exchange rates for each year rather than
using year-end 2010 exchange rates across all years—
global wealth grew by 9.4 percent in 2010. (See Exhibit 2.)
The difference was most noticeable in Asia-Pacific, where
local currencies gained in value relative to the U.S. dollar.
In Asia-Pacific (ex Japan), the currency effect turned a
17.1 percent increase, measured at a constant conversion
rate, into an increase of 22.8 percent. In Japan, it turned
a 0.2 percent decline, measured at a constant conversion
rate, into a 12.8 percent gain.

The currency effect had a small but positive impact on
the growth of wealth in Latin America and also in the
Middle East and Africa. In Europe, on the other hand,
it actually dampened growth, as the euro lost value
relative to the U.S. dollar. Adjusted for exchange rates, Eu-
ropean wealth grew by only 0.4 percent in 2010,
compared with 4.8 percent on the basis of constant ex-
change rates.

Drivers of Growth. The strong performance of the finan-
cial markets accounted for 59 percent of the growth in

1. AuM includes cash deposits, money market funds, listed securi-
ties held directly or indirectly through managed investments, and
onshore and offshore assets. It excludes wealth attributed to inves-
tors’ own businesses, residences, or luxury goods. Global wealth re-
flects total AuM across all households. Unless stated otherwise,
AuM figures and percentage changes are based on local AuM totals
that were converted to U.S. dollars using year-end 2010 exchange
rates for all years in order to exclude the effect of fluctuating ex-
change rates.
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Exhibit 1. Global Wealth Continued to Grow in 2010, but at a Slower Pace

AuM, 2008-2010 ($trillions)

€ €

37si

312 346 382 331 354 ’:‘

2008 2009 2010 2008 2009 g

Europe
North America® P

2.9 3.2 3.5 3.6 4.1
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Latin America®

[] Households with more than $1 million in AuM © 2008 2009 2010
Change (%)

[ Households with less than $1 million in AuM
Source: BCG Global Wealth Market-Sizing Database, 2011.

Middle East and Africa

166 16.8 16.8

2008 2009 2010

@ Japan
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2008 2009 2010
Asia-Pacific 121.8
(ex Japan)® 10 112.8

47.4
356 [418

66.7| |71.0 74.4

Global

Note: AuM numbers for all years were converted to U.S. dollars at year-end 2010 exchange rates to exclude the effect of currency fluctuations.
Percentage changes and global totals of AuM are based on complete (not rounded) numbers. Calculations for 2008 and 2009 are based on the same
methodology used for the 2010 calculations. Global wealth is measured by AuM across all households.

!United States and Canada.
?Includes Australia and New Zealand.
3South America, Central America, and Mexico.

AuM in 2010. The remainder came from savings. The im-
pact of the financial markets was amplified by the ongo-
ing reallocation of wealth. During the crisis, cash was
king. Since then, clients have been redirecting their assets
back into riskier investments. From year-end 2008
through 2010, the share of wealth held in equities in-
creased from 29 percent to 35 percent, while the share of
wealth held in cash and deposits declined from 49 per-
cent to 45 percent. (Bonds accounted for the remainder
of global wealth.)

The rising share of wealth held in equities was heavily in-
fluenced by changes in North America, where the abso-
lute amount of wealth held in equities increased by 18.1
percent and where financial market performance ac-
counted for 81 percent of the increase in AuM. The region
continued to have the highest proportion of wealth held
in equities—44 percent, up from 41 percent in 2009. The
change was significantly smaller in all other regions ex-
cept Asia-Pacific (ex Japan), where the proportion of
wealth held in equities grew from 30 percent to 34 per-
cent. Despite these increases, we do not expect the share

of wealth held in equities to reach its precrisis level of 39
percent until 2013.

Millionaires

The vast majority of the world’s wealth, 87 percent, was
owned by households with more than $100,000 in AuM.
(See Exhibit 3.) Millionaire households represented just
0.9 percent of all households but owned 39 percent of
global wealth, up from 37 percent in 2009 (measured in
U.S. dollars). The proportion of wealth owned by million-
aire households increased the most in Asia-Pacific, at 2.9
percentage points, followed by North America, at 1.3 per-
centage points. A subset of this group—the established
wealthy, with more than $5 million in AuM—represent-
ed about 0.1 percent of all households and owned near-
ly 22 percent of global wealth, up from 20 percent in
2009. Again, the proportion of wealth owned by these
households increased the most in Asia-Pacific, at 2.2 per-
centage points, followed by North America, at 1.5 per-
centage points. Emerging markets, in general, had some
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Exhibit 2. A Weak U.S. Dollar Magnified the Growth of AuM (Except in Europe)

Compound annual
growth rate, excluding
currency effects® (%)

Excluding Including | Five years Five years
currency currency through through

AuM, excluding currency effects,* Growth
2005-2010 and 2015E ($trillions) in 2010 (%)

effects effects’ | 2010 2015E

Total 95.8 1049 1118 1023 1128 1218 1619 80 ¥ 94 ! 4.9 5.9
5.4 0
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[] Latin America [] Middle East and Africa [] Japan [ Asia-Pacific (ex Japan) [[] Europe [I North America

Source: BCG Global Wealth Market-Sizing Database, 2011.

Note: Compound annual growth rates are calculated on the basis of year-end values and complete (not rounded) numbers.

TAuM numbers for all years were converted from local currencies to U.S. dollars at year-end 2010 exchange rates (that is, at a constant rate of exchange).
2AuM numbers for 2009 and 2010 were converted from local currencies to U.S. dollars at year-end 2009 and year-end 2010 exchange rates, respectively.

Exhibit 3. Wealth Was Much More Concentrated in Emerging Markets

Number and holdings Households and AuM by segment

of households, 2010 and region, 2010 (%)
0.9 per- Europe North America
cent of 1'7\1,434.9 o 121.8
house- | 10.81 233.7 [ 26.5
holds @6%) | ™ | (229 | | 39 percent Mature
= (22%) of global markets
‘\‘ i Households AuM Households AuM Households AuM
58.8 Latin Middle East Asia-Pacific
\ ; America and Africa ex Japan
(48%) 0.0 0.08 ! (&32pan)
0.
Emerging
markets

Households AuM
(millions)  ($trillions)

Households AuM Households AuM Households AuM

[ Established wealthy (more than $5 million in AuM) [ Affluent ($100,000 to $1 million in AuM)
[ Emerging wealthy ($1 million to $5 million in AuM) EI Nonwealthy (less than $100,000 in AuM)
Source: BCG Global Wealth Market-Sizing Database, 2011.

Note: Discrepancies in totals reflect rounding.
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of the highest concentrations of established wealthy
households.

The number of millionaire households increased by 12.2
percent in 2010 to about 12.5 million. The United States
had the most millionaire households, followed by Japan,
China, the United Kingdom, and Germany, while small
countries continued to have some of the highest concen-
trations of millionaire households. (See Exhibit 4.) In Sin-
gapore, 15.5 percent of all households had at least $1 mil-
lion in wealth. Switzerland had the highest concentration
of millionaire households in Europe and the second-high-
est overall, at 9.9 percent. The United States had the larg-
est number of ultra-high-net-worth (UHNW) households
(those with more than $100 million in AuM), while Saudi
Arabia had the highest concentration of UHNW house-
holds, followed by Switzerland, Hong Kong, Kuwait, and
Austria.

Outlook

We expect wealth to grow at a compound annual rate of
5.9 percent from year-end 2010 through 2015 to about
$162 trillion, driven by the performance of the capital
markets, the growth of GDP, and increased savings in

countries around the world. Wealth will grow fastest in
Asia-Pacific (ex Japan), at a compound annual rate of 11.4
percent. As a result, the region’s share of global wealth is
expected to increase from 18 percent in 2010 to 23 per-
cent in 2015. In Japan, the amount of wealth is expected
to decrease slightly in 2011 and then grow slowly for sev-
eral years. The impact of the recent earthquake on pri-
vate wealth is still unclear, but it could put further stress
on Japan’s growth rate.

In general, wealth will grow at above-average rates in
emerging markets. (See Exhibit 5.) In India and China, it
will increase at a compound annual rate of 18 percent and
14 percent, respectively, from year-end 2010 through 2015.
China alone will account for 19 percent of the overall in-
crease in AuM over the period, while India will account for
about 8 percent. We expect growth rates in Western Eu-
rope and North America to be slightly below the global
average.

Regional Focus: Asia-Pacific (ex Japan)

Private wealth grew at more than double the global aver-
age in Asia-Pacific (ex Japan) in 2010, propelled by the re-
gion’s vibrant economies. The two most prominent of

Exhibit 4. Saudi Arabia and Switzerland Had the Highest Proportions of Ultrawealthy

Households

Millionaire households

Ultra-high-net-worth (UHNW) households
(more than $100 million in AuM)

e Proportion of UHNW

Number of millionaire Proportion of millionaire Number of UHNW households by market
households (thousands) households by market (%) households (per 100,000 households)

1. (1) United States 5,220 1. (1) Singapore 15.5 1. (1) United States 2,692 1. (1) Saudi Arabia 18
2. (2) Japan 1,530 2. (3) Switzerland 9.9 2. (2) Germany 839 2. (2) Switzerland 10
3. (3) China 1,110 3. (2) Qatar 8.9 3. (3) Saudi Arabia 826 3. (3) Hong Kong 9
4. (4) United Kingdom 570 4. (4) Hong Kong 8.7 4. (4) United Kingdom 738 4. (5) Kuwait 8
5. (5) Germany 400 5. (5 Kuwait 8.5 5. (5) Russia 561 5. (4) Austria 8
6. (7) Switzerland 330 6. (6) UAE 5.0 6. (6) Italy 494 6. (6) Norway 7
7. (8) Taiwan 280 7. (7) United States 4.5 7. (7) Canada 425 7. (7) Qatar 6
8. (6) ltaly 270 8. (8) Taiwan 3.5 8. (13) China 393 8. (8 Denmark 5
9. (9) France 210 9. (10) Israel 3.4 9. (8) France 377 9. (10) Singapore 5
10. (10) Hong Kong 200 10. (9) Belgium 3.1 10. (9) Switzerland 352 10. (9) UAE 5
11. (12) India 190  11. (12) Japan 3.0 11. (10) Turkey 341 11. (11) Israel 4
12. (14) Canada 180 12. (11) Bahrain 2.6 12. (11) Austria 297 12. (12) Sweden 4
13. (16) Singapore 170 13. (13) Ireland 2.3 13. (12) Netherlands 278 13. (13) Netherlands 4
14. (11) Netherlands 170 14. (14) Netherlands 2.3 14. (14) Australia 231 14. (14) Belgium 4
15. (13) Spain 160 15. (15) United Kingdom 2.2 15. (15) Hong Kong 223 15. (15) Canada 3

() = Ranking in 2009

Source: BCG Global Wealth Market-Sizing Database, 2011.
Note: UAE is United Arab Emirates.
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Exhibit 5. Wealth Will Continue to Grow Fastest in Emerging Markets

Compound annual growth
in AuM, 2010-2015E (%)!

18
16
14
12

10

Mature markets

Emerging markets

B Asia-Pacific (ex Japan)

A Latin America

® Middle East and Africa
Eastern Europe

Source: BCG Global Wealth Market-Sizing Database, 2011.

W Japan

¢ North America
A Western Europe

/ Ji
25/ 25

Compound annual growth
in AuM, 2005-2010 (%)*

10

Note: Compound annual growth rates are calculated on the basis of year-end values. Not shown in the exhibit: New Zealand (negative projected

growth); Yemen and Tunisia (very high historical growth).

TAuM numbers for all years were converted from local currencies to U.S. dollars at year-end 2010 exchange rates (that is, at a constant rate of exchange).

those—China and India—had exceptional growth in
AuM at 29.0 percent and 21.6 percent, respectively.

The deterioration of revenue margins has done little to
deter international wealth managers from expanding in
the region, even though the competition for talent seems
certain to prolong the pressure—both international and
regional wealth managers have announced plans to ex-
pand their Asia-Pacific teams this year, some by hiring
hundreds of staff. To meet their aggressive annual growth
targets for AuM, many of which range from 25 percent to
50 percent, international wealth managers are exploring
new avenues of growth.

Onshore Expansion. International wealth managers typ-
ically focus on only the region’s offshore wealth, which
accounts for just 7.4 percent of its total AuM. Accessing
the other 92.6 percent can be challenging. In many mar-
kets, foreign wealth managers are held back by regula-

tions limiting the kinds of products they can provide.
These constraints—together with underdeveloped capital
markets and the competitive edge that local players often
have, owing to their extensive branch networks and cus-
tomer bases—make it harder for international wealth
managers to differentiate their value proposition from
that of retail banks and to realize a quick return from
new onshore platforms.

The payback from onshore expansion may not be imme-
diate, but it is likely to be substantial over the long run
given the expected growth of AuM as well as the poten-
tial for market and regulatory developments to pave the
way for higher-margin activities. To tap this opportunity,
however, international wealth managers will need to fo-
cus on clients who are less wealthy and less sophisticat-
ed than most offshore investors and developed-market
clients. This shift poses a significant challenge—most
business models have ossified around practices and prod-

10
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ucts geared toward wealthier, more experienced clients.
To move down market, wealth managers will need to re-
configure their product offerings, simplify and standard-
ize their advisory processes, adjust the ratio of relation-
ship managers (RMs) to clients, and modify their
distribution networks to include more locations and di-
rect channels.

International wealth managers also have
to address larger questions dealing with
the implications of moving down market.
Can the offering be adjusted without mak-
ing existing customers feel that they have
been downgraded? How will the organiza-
tion need to be changed to serve lower-end
segments? Will there be separate RM
teams for less wealthy clients, for example? If so, will RMs
view this as an attractive career path? Will there be con-
flicts between new and existing teams?

Next-Generation Products. Clients in Asia-Pacific have a
hands-on, product-driven approach to managing their
wealth. They value access to investment ideas and like to
retain control of their portfolios—less than 10 percent of
the region’s AuM is held in discretionary mandates. In Eu-
rope, by comparison, that proportion generally ranges
from about 15 percent to almost 25 percent. Recently, how-
ever, client behavior has been changing in ways that lend
a sense of urgency to the development of new products.

Before the crisis, complex structured products were a key
driver of growth for wealth managers in Asia-Pacific.
Many investors, alarmed by the scale of the financial cri-
sis, have since shifted assets into simple, low-margin prod-
ucts, undercutting the ROAs of many wealth managers.
To spur growth and improve gross margins, wealth man-
agers need to explore opportunities to create new and in-
novative products, such as the following;:

¢ Remminbi-Denominated Products. In 2010, offshore ren-
minbi deposits in Hong Kong increased sharply to
RMB 315 billion, up from RMB 64 billion in 2009. De-
spite this surge, there is a dearth of renminbi-denom-
inated investment products—offshore renminbi
bonds amounted to only about RMB 80 billion in
Hong Kong. Given the strong fundamental demand,
Hong Kong’s stock exchange is actively promoting the
launch of renminbi-denominated equities and other
investment products, while major banks in Hong

have a hands-on,
product-driven
approach to managing

their wealth.

Kong, such as HSBC, are preparing to launch renmin-
bi-linked structured products.

¢ Discretionary Mandates. Second- and third-generation

clients tend to be more open to the idea of discretion-

ary mandates than are first-generation clients. Wealth

managers should anticipate and help drive the growth
of these mandates.

Clients in Asia-Pacific

¢ Real Estate Investments. Wealthy individ-
uals typically have 20 to 30 percent of
their wealth in real estate. As important
as this asset class is, it is largely ignored
by international wealth managers.
There is a shortage of real-estate-related
research and investment products.

o Corporate Finance for Midsize Companies. Many wealthy
Asian investors are entrepreneurs. Their companies,
for the most part, are not very large and thus are not
targeted or adequately served by global investment
banks. Their needs, however, can be complex, in part
because an entrepreneur’s personal wealth is often en-
twined with the company’s assets. Wealth managers
can gain a competitive edge by serving both entrepre-
neurs and their companies.

o Inheritance Planning. Many Asian investors are first-
generation entrepreneurs. They have no blueprint for
passing their wealth or their companies on to the next
generation, as evidenced by a rash of high-profile fam-
ily disputes. Wealth managers have a clear opportuni-
ty to help clients navigate the complicated inheritance-
planning process.

Regional Focus: Latin America

Latin America is the smallest wealth market in our study,
but its AuM is expected to grow at an above-average rate
over the next few years. For international wealth manag-
ers, however, Latin America poses two major challenges.

First, the crisis played to the strengths of local wealth
managers, which had limited or no exposure to the inno-
vative, high-risk investments engineered by Wall Street.
With their clients’ portfolios on firmer footing, they man-
aged to preserve trust at a time when many other wealth
managers were struggling to defend their reputations.

SHAPING A NEW TOMORROW
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The “trust gap” was evident in their performance relative
to that of foreign competitors. Large local banks saw their
AuM increase in 2008—a year in which global wealth
dropped by about 8.5 percent (at constant exchange
rates)—while their pretax profit margins declined only
slightly. In contrast, international banks in Latin America
experienced declines in both AuM and pretax profit mar-
gins in 2008. Second, Latin America is an
exceptionally diverse market. Client char-
acteristics and needs differ widely. There
are also wide variations in the split be-
tween onshore and offshore investing, as
well as in regulations.

the regional average.

There are four markets worth singling out
for their size, growth, or unique character-
istics. These markets are likely to remain the focus of for-
eign wealth managers interested in expanding in Latin
America or tapping the region’s flow of offshore wealth.

Brazil is the region’s largest wealth market. It had some
$1.4 trillion in AuM in 2010, up 9.3 percent from 2009.
Millionaire households accounted for about $410 billion
of this total. The growth of the country’s wealth has been
remarkable, and even more so when AuM is converted
to U.S. dollars using then-prevailing exchange rates for
the different years—and thus factoring in the apprecia-
tion of the Brazilian real. Measured in this way, the coun-
try’s AuM grew at a compound annual rate of roughly 19
percent from year-end 2005 through 2010. Wealth is ex-
pected to continue growing at an above-average pace,
driven by the country’s sustained economic expansion as
well as by its mature, well-regulated financial system,
which includes some of the most advanced banking,
private-pension, and fund-management industries in the
region.

Eighty-four percent of Brazil’s AuM is held onshore, well
above the regional average of about 73 percent. This is a
clear reflection of the commanding positions held by large
universal banks, most of them local. A small number of
global institutions have built competitive wealth-manage-
ment platforms over the years. Several others are commit-
ted to developing their onshore presence through partner-
ships with, or acquisitions of, local wealth managers.

Mexico is one of the region’s fastest-growing wealth mar-
kets. From year-end 2005 through 2010, its AuM grew at
a compound annual rate of 12.3 percent (excluding the

Eighty-four percent of
Brazil’'s AuM is held

onshore, well above

impact of changes in the value of the peso). Millionaire
households owned 47 percent of the country’s $855 bil-
lion in AuM, and they held about 75 percent of their
wealth offshore. Onshore alternatives, however, are gain-
ing ground. Over the same five-year period, the growth of
onshore wealth outpaced the growth of offshore wealth
by an average of 3.4 percentage points per year, and the
share of total wealth held onshore in-
creased to 64 percent. Much of the coun-
try’s newly generated wealth is staying on-
shore as investors take advantage of higher
returns relative to offshore alternatives.

Competition is increasing across all wealth
bands, as local wealth managers improve
their products and services and foreign
competitors expand their onshore presence. Recently,
three foreign banks entered the market with offerings
geared toward high-net-worth (HNW) individuals, gener-
ally defined as having more than $1 million in AuM.

Chile is mainly an onshore market. About 93 percent of
its $301 billion in AuM was held onshore in 2010—a re-
flection of the increasing sophistication of the local bank-
ing industry, which includes a mix of specialized bou-
tiques and universal banks. The strongest competitors are
able to leverage their integrated asset- and wealth-man-
agement businesses and provide both onshore and off-
shore investment options. Offshore investments are more
relevant to millionaire households, which owned 21 per-
cent of the country’s wealth in 2010 and held about one-
third of their AuM offshore. The UHNW segment stands
out even more in Chile: comprising about 20 families, this
group owned about $27 billion of the country’s bankable
wealth in 2010.

Argentina had $236 billion in AuM in 2010, of which 42
percent was owned by millionaire households. The
country’s wealth grew at a compound annual rate of
11.5 percent from year-end 2005 through 2010 (exclud-
ing the impact of changes in the value of the peso).
Households with at least $100,000 in AuM accounted for
about 64 percent of the country’s wealth and held 74
percent of their wealth offshore. As a result, the local
wealth-management industry is very small. Much of Ar-
gentina’s offshore wealth is managed by established pri-
vate banks using RMs based in Europe, the United
States, or Uruguay.

12
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OfIshore Wealth

Adapting to New Complexities

he amount of offshore wealth—defined in
this report as assets booked in a country
where the investor has no legal residence
or tax domicile—increased to $7.8 trillion
in 2010, up from $7.5 trillion in 2009. (See
Exhibit 6.) The increase was driven by a combination of
market performance and asset inflows, primarily from
emerging markets. At the same time, however, the pro-
portion of wealth held offshore slipped to 6.4 percent,

down from 6.6 percent in 2009. The decline was the re-
sult of strong asset growth in countries where offshore
wealth is less prominent, such as China, as well as of
stricter regulations in Europe and North America, which
prompted clients to move their wealth back onshore,
thus lowering the net increase in offshore assets.

Offshore private banking, in general, remains a tumultu-
ous part of the business. The relative importance of off-

Exhibit 6. Most Offshore Assets Are Still Held in Europe

Wealth held in offshore centers, 2010 ($trillions)

Destination of offshore wealth

Origin of United Kingdom, . Hong Kong - .
offshore Switzerland| | Channel Islands, | | Luxembourg ar?gggz:ﬁa and lthr:tt:g Other? Regional
wealth and Dublin Singapore total
North 0.06 0.23 _ 0.05 > 0.003 ©0.03 0.7
America O Q ©
Europe ‘ Qo Qo0  @o.12 3.0
Asia-Pacific O 0.25 @ 0.06 Qo.s @ 017 @o.12 1.8
Latin @ B
ain ‘ @ 0.08 c0013  (oas 0 0.02 0.9
Middle East @
and Aftica © 0.04 © 0.06 ° 0.02 @ 0.04 ‘ 1.4
- 21 19 06 09 09 07 07 78

Source: BCG Global Wealth Market-Sizing Database, 2011.
Note: Discrepancies in totals reflect rounding.
*Predominantly Miami and New York.

?Includes Dubai and Monaco.
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shore centers is changing rapidly. Some are benefiting
from continued asset growth, while others are seeing
large asset outflows, with wealth being repatriated to on-
shore banks, transferred to other offshore centers, redi-
rected into nonfinancial investments, or simply spent at
a faster rate.

Constraints on Growth and
Profitability

undercutting the

There will always be clients wanting to put
their money offshore. Tax considerations
have certainly influenced the flow of off-
shore assets, particularly for clients from
North America and Western Europe. Most
offshore clients, however, are less concerned with taxes
and more concerned with safety and stability, often be-
cause their own countries have shaky political systems or
badly regulated or poorly run financial sectors. In addi-
tion, some clients value the discretion, privacy, and secre-
cy ensured by offshore private banks, owing to a lack of
trust in local banks or authorities or concerns about crim-
inal threats in their home countries. More discerning cli-
ents rely on offshore centers for their unmatched exper-
tise, specialized products, access to sophisticated
investments, and integrated wealth services. A small mi-
nority of clients value offshore centers for the status and
prestige they confer.

Although most of the core drivers of demand remain rel-
evant—as evidenced by the recent unrest in parts of Af-
rica and the Middle East—other trends are undercutting
the appeal of offshore banking. For example, there is a
widely held but misguided presumption that all offshore
wealth is illicit, even though tax considerations—as de-
scribed above—are far from the only reason why wealthy
individuals hold their assets offshore. In most countries
outside of Western Europe and the United States, taxes
play a minor role in the decision to hold assets offshore.

The de facto criminalization of offshore wealth has
helped drive a concerted push for greater transparency.
This effort, which is certain to cause at least some of the
wealth held offshore to evaporate, is unfolding on several
fronts.

¢ In March 2009, Austria, Belgium, Luxembourg, and
Switzerland withdrew their reservations to Article 26

Several trends are

appeal of offshore

banking.

of the OECD Model Tax Convention on Income and
on Capital, paving the way for the bilateral exchange
of tax information. In the case of Switzerland, govern-
ment authorities now provide information on indi-
vidual clients and their holdings to foreign tax au-
thorities, not only in cases of tax fraud (such as
submitting false documents to avoid taxes) but also
in cases of tax evasion (such as not de-
claring assets). But Swiss authorities have
taken a stand against so-called fishing ex-
peditions—they do not allow foreign tax
authorities to have automatic access to
account information or to conduct inves-
tigations at random, and will provide in-
formation only if there is reasonable sus-
picion. The implementation of Article 26
is now being codified in individual double-taxation
agreements between offshore centers and client-
domicile countries that are seeking tax information
from abroad.

In October 2010, Switzerland signed a declaration of
intent with Germany and the United Kingdom to col-
lect a flat-rate tax on earnings accruing to clients from
these two countries. The tax revenues will be trans-
ferred to the respective country, although the clients
will remain anonymous. Switzerland also agreed in
principle to levy a one-time tax on any undeclared as-
sets held in Switzerland by German and U.K. clients,
thus rendering the assets tax-compliant. The modus
operandi of this tax has yet to be defined.

Under the U.S. Foreign Account Tax Compliance Act
(FATCA), which takes effect on January 1, 2013, all for-
eign financial institutions—including banks, tradition-
al funds, hedge funds, and private-equity companies—
will be required to disclose information about their
U.S.-taxable clients to the U.S. Treasury. This will affect
clients who are from the United States, as well as any
clients who hold U.S. assets in any form. If an institu-
tion is not willing to comply, its clients will be charged
a tax of 30 percent on all “withholdable payments” in
the United States, including investment returns, per-
sonal income, and gross proceeds from the sales of se-
curities or property. To comply with FATCA, institu-
tions will need to adopt a more intensive
know-your-client process and will have to fulfill addi-
tional reporting requirements stipulated by the
U.S. Internal Revenue Service.
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¢ In response to the recent turmoil in the Middle East
and Africa, various governments, primarily in Western
Europe, have frozen the assets of politically exposed
persons (PEPs)—typically senior government or polit-
ical figures—who are associated with dictatorial re-
gimes. As a result of careless communication and inac-
curate press coverage, many clients are concerned
about the way offshore centers might react to these de-
velopments. Under the mistaken belief that their own
assets could be in jeopardy, clients are transferring
their wealth to countries that have not taken such ac-
tion against PEPs.

These measures are not the only factors stemming or re-
versing the flow of assets to offshore private banks. In
some countries, onshore options are becoming more at-
tractive as local wealth managers begin to develop more
competitive investment products and tax-optimized solu-
tions. In addition, some clients, having experienced dra-
matic losses during the recent financial crisis, are ques-
tioning the relatively high fees charged in offshore
centers. (The challenges to offshore institutions’ profit-
ability and growth are described in more detail in the
next chapter.)

New Competitive Dynamics

The pressures on offshore private banks are complicated
by two changes in the competitive landscape. The first in-
volves a rebalancing of offshore demand across regions.
Traditionally, about half of all offshore wealth has origi-
nated in Western Europe and the United States. Regula-
tory pressure, however, is expected to constrict the flow
of offshore assets from these markets. In emerging mar-
kets, the impact of the new rules is not expected to be as
dramatic, in part because tax avoidance is less of an issue
(since, in many of these markets, local taxes are relatively
low) but also because the primary drivers of demand—
safety and stability—still hold true.

The second change involves increased competition among
offshore centers. In an effort to maintain or increase their
share of global assets—and their associated revenue
pools—many centers are focusing on the qualities and
characteristics that influence a wealthy individual’s choice
of offshore center. For example, many clients prefer off-
shore centers that present no cultural or language barriers
and that are close to their country of residence. (See Ex-
hibit 7.) Some clients look for offshore centers that are

Exhibit 7. Proximity Influences the Flow of Offshore Assets

Origins of offshore wealth in select offshore centers, 2010 (% of AuM)

United Kingdom, Channel

Switzerland Luxembourg Islands, and Dublin
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O Assets of the top five sources of offshore wealth as a proportion of total offshore assets held in a given center (%)

Source: BCG Global Wealth Market-Sizing Database, 2011.
*Assets flowing from the United Kingdom into the Channel Islands and Dublin.
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known as centers of expertise in areas such as discretion-
ary mandates, hedge funds, trade finance, or philanthropy.
Others favor offshore centers that double as appealing hol-
iday destinations, or that might be a nice place to live.

By focusing on these attributes, offshore centers are be-
coming more specialized and differentiated. This is bound
to intensify the flow of assets to and from
such centers. With a substantial amount of
assets in motion—and much of it at risk of
going back onshore entirely—it is impor-
tant for wealth managers to understand
the strengths and weaknesses of their re-
spective centers. Although they share im-
portant characteristics, each offshore cen-
ter has a unique sweet spot, along with
equally distinct challenges.

Switzerland and Luxembourg. These offshore centers
have similar characteristics, including political and eco-
nomic stability, a strong culture of banking confidential-
ity and privacy (despite growing regulatory pressure),
high-quality products and services, and a concentration
of skilled, multilingual personnel.

o Switzerland. Swiss private banks are known for their
expertise in discretionary portfolio management. They
are well positioned to capture the wealth emanating
from the Middle East and Africa and also Latin Amer-
ica, owing to their established reputations. Switzerland
is also attractive for holidays and relocation. As an off-
shore center, however, Switzerland is under tremen-
dous pressure. About half of its AuM comes from West-
ern European countries that are increasing their
oversight of cross-border banking. As a result, Switzer-
land is likely to experience a significant decline in as-
sets owned by Western European clients, many of
whom will be compelled to repatriate their wealth,
spend it at a faster rate, or transfer it to other invest-
ments, such as real estate. Assets that remain offshore
could be subject to penalty taxes.

¢ Luxembourg. For decades, Luxembourg’s offshore banks
have thrived by capturing asset flows from their clos-
est neighbors. Recently, however, clients from Western
Europe—particularly from Belgium, Germany, and the
Netherlands—have been repatriating their wealth. In
addition, the G-20 is trying to force Luxembourg to
give up banking secrecy entirely.

Offshore centers
are becoming more
specialized and
differentiated.

The United Kingdom, Channel Islands, and Dublin.
These centers have similar levels of political and econom-
ic stability, along with a reputation for quality products
and services. They also share many of the same (strict)
regulatory and supervisory controls and the same protec-
tions for the privacy and confidentiality of financial infor-
mation.

o United Kingdom. U.K. offshore banks,
especially those based in London, are
considered very strong in complex struc-
tures such as multijurisdictional trusts,
as well as in asset management and
mutual funds—and are well positioned
to attract offshore wealth from China,
India, Latin America, and the Middle

East, owing to historical ties to these markets. Although

offshore clients can become U.K. residents without

having a domicile there, increased pressure from tax
and regulatory authorities is expected to trigger some
outflows of money.

© Channel Islands and Dublin. Banks based in these off-
shore centers are known to be highly skilled in both pri-
vate fiduciary (trusts) and corporate fiduciary (fund ad-
ministration and custody). Various external asset
managers (EAMSs) use single-premium insurance poli-
cies, written by large insurance companies, to run pri-
vate-client accounts; the assets are held by the insur-
ance company but the advice comes from the EAMs.
Clients pay fees to the insurer, and the insurer pays
commissions to the EAMs in a fee-sharing arrangement.
Major global banks located in these offshore centers
typically focus on managing the fund and trust busi-
nesses for large clients. Smaller boutique banks offer
specialized services, including the setup of coinvest-
ment funds, special-purpose vehicles, and pension
funds or trusts. The Channel Islands and Dublin recent-
ly implemented Article 26 of the OECD Model Tax Con-
vention, but tax authorities have yet to put significant
pressure on these offshore centers. Still, large amounts
of British-owned assets are likely to be repatriated.

Hong Kong and Singapore. These countries have a num-
ber of strengths as offshore centers, including deep pools
of financial services expertise; well-developed law, ac-
counting, and regulatory systems; large numbers of multi-
lingual professionals; financial stability; and robust equity
and foreign-exchange markets (although the bond mar-
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kets remain relatively underdeveloped). In general, Hong
Kong is emerging as an offshore renminbi center, and Sin-
gapore’s offshore banks are known for private banking.
While the governments in both offshore centers are focus-
ing on tax compliance, the regulatory pressure is not as
severe as it is elsewhere. In fact, private banks have been
building booking centers in both places, in part to capture
assets flowing back to the region but also to provide an
offshore option that is closer to home for Asian clients and
is able to provide renminbi-denominated products.

¢ Hong Kong. Low taxes are an identifying feature. There
is a flat 15 percent income tax for people working in
Hong Kong, and there is no capital gains tax, sales tax,
or VAT, nor is there an estate duty on Hong Kong as-
sets. A shortage of talent is the biggest impediment to
Hong Kong’s growth as a financial center. Still, its
growth prospects remain bright. Recent changes have
strengthened Hong Kong’s place as the premier off-
shore center for Chinese clients—banks can now con-
duct more business in renminbi for corporate clients
based in Hong Kong, while local companies are al-
lowed to issue renminbi-denominated bonds.

¢ Singapore. There is no estate duty for foreigners, but
Singapore’s tax regulations are set to become tighter
owing to the government’s commitment to meeting in-

ternational standards. The government has renegoti-
ated tax agreements with six OECD countries and aims
to conclude talks with seven others soon.

Dubai. Dubai boasts political and economic stability; a
good capital-markets infrastructure, which revolves
around a dollar-oriented stock exchange and the Dubai
International Financial Centre (DIFC); a well-regulated
financial-services sector; and separate legal jurisdiction
from the United Arab Emirates. In addition, it allows full
foreign ownership of local companies and full repatria-
tion of profits, and does not levy any taxes on individual
or corporate income and profits. As an offshore center,
however, Dubai faces several challenges. Recently, DIFC
has had limited success in attracting significant opera-
tions, owing in part to the real estate crisis and concerns
about government debt. It also faces increasing competi-
tion from the Qatar Financial Centre Authority and the
Bahrain Financial Harbour. Still, Dubai is likely to
emerge as the most prominent offshore center in the
Arab world, given its appeal to clients from other Arab
and Islamic countries. (For more on serving these clients,
see the sidebar “Tapping the Growth Potential of Islam-
ic Wealth.”)

Latin America. This region has a number of offshore
centers that continue to have substantial tax advantages.

Tapping the Growth Potential of Islamic Wealth

Managing wealth in accordance with Sharia has become
more mainstream than alternative in the Middle East and
parts of Africa and Asia—areas that encompass fast-grow-
ing wealth markets and some of the highest concentra-
tions of millionaires in the world. But to grow in these
markets—and to serve Muslim clients around the world—
wealth managers need to contend with the intrinsic com-
plexities of Islamic wealth management, along with in-
creasing competition.

A Growing Niche

Islamic wealth management is defined by a set of far-
reaching strictures, including a ban on activities associat-
ed with usury (riba), gambling (maysir), or undue risk (gha-
rar) or that otherwise contravene the principles of Islam.
Most notably, it prohibits the charging of, or benefiting
from, interest. It also bars investments in forbidden
(haram) industries, such as those involving alcohol, or in
companies that have excessive borrowing.

The growth of Islamic wealth management parallels the
growth of the Islamic banking industry, which, since the
late 1990s, has been working to improve regulations and
codify rules and practices. Today, there are more than 300
Islamic financial institutions operating in more than 75
countries. Globally, Sharia-compliant assets total $939 bil-
lion. About 31 percent of these assets, or some $292 bil-
lion, is held in banks.

Spurred by the formalization of banking practices and
growing interest in Sharia-compliant products, especially
in the wealthy countries of The Cooperation Council for
the Arab States of the Gulf (known as the GCC), Islamic
finance has become one of the fastest-growing segments
of the global financial system. In 2010, there were more
than 600 Islamic funds, with an estimated $50 billion in
assets. Although equities remain the dominant asset
class, investors have been shifting some assets into Islam-
ic ETFs and hedge funds.

SHAPING A NEW TOMORROW

17



Tapping the Growth Potential of Islamic Wealth (continued)

Interest in such funds is not confined to Muslim investors.
Islamic funds have been marketed to non-Muslim inves-
tors as a form of socially responsible investing, largely be-
cause these funds avoid investmentsin industries deemed
unethical, such as gambling or weapons manufacturing.
At the same time, Middle Eastern institutions and inves-
tors are seeking to tap into international markets through
globally issued sukuk (Islamic alternatives to conventional
bonds).

Complexity and Competition

The complexities of Islamic wealth management form
perhaps the greatest barrier to entry for Western banks.
The principles of Sharia may be timeless and unyielding,
but their implementation—as it pertains to wealth man-
agement—is anything but straightforward.

Islamic investment advisors and wealth management in-
stitutions abide by the rulings of a Sharia board, which is
usually unique to each financial institution. The board,
comprising scholars who are experts in the field of Islamic
banking, establishes parameters for Sharia observance
and certifies compliance. Although it is common for schol-
ars to sit on multiple Sharia boards, inconsistencies still
arise, largely because of the lack of unified principles or a
consolidated view of rulings. The differences are evident
not only across markets—for example, the GCC is gener-
ally considered to be more conservative than South East
Asia—but also within countries. Some institutions use
these inconsistencies to push the boundaries of innova-
tion and to gain a competitive edge over their peers.

Islamic wealth management is also a competitive market.
Local wealth managers generally have the upper hand be-
cause of their established brands, networks, and custom-
er bases, along with their familiarity with the principles of
Sharia. Competition also comes from international insti-

In Panama, for example, entities that have their assets or
activities beyond the country’s borders are exempt from
taxes. In other offshore centers, such as Uruguay, banking
secrecy is still guaranteed. The region’s traditional off-
shore havens, however, are under significant pressure
from the OECD, which has prompted some centers to
move toward greater transparency and international
cooperation. Recently, the OECD reclassified Uruguay
from the black list to the grey list, which signals better
adherence to certain standards for the exchange of infor-
mation.

tutions, which have been ramping up efforts to provide
Sharia-compliant products. Some international banks,
having entered the market as early as the 1990s, have
built up extensive networks. Citibank, HSBC, and Stan-
dard Chartered Bank have separate business units or sub-
sidiaries dedicated to Islamic banking, which allows them
to distribute their products directly to clients.

An Accessible Opportunity

This growth opportunity, while foreign in many respects,
is still quite accessible. As a first step, wealth managers
need to identify pockets of attractive growth. In many
markets, there is an inverse relationship between client
wealth and the demand for Islamic banking. Wealth man-
agers should look for markets that deviate from this trend,
or that have populations that are large enough to still
have significant numbers of wealthy clients interested in
Sharia-compliant products.

Next, wealth managers should listen to what customers
want and create a small set of Sharia-compliant products
that meet their needs but that are not too difficult to de-
velop and maintain. For a mutual fund, for example, a
bank would filter out investments in forbidden activities
or industries and would continuously monitor the portfo-
lio to ensure that the product remains Sharia-compliant.

Wealth managers should then decide how best to distrib-
ute the products. The easiest approach is to partner with
Islamic banks and rely on their extensive networks and
established relationships. Some wealth managers, howev-
er, might want to develop offerings that are geared toward
offshore investors. Despite the pressures bearing down on
offshore banks, demand for such services is expected to
remain relatively stable, if not robust, in countries where
clients are searching for safe havens.

Winning Strategies in Offshore Banking

Given the pressures on demand and margins, coupled
with shifts in the competitive landscape, it is becoming
critical for wealth managers to concentrate on areas of
the business that suit their strengths. Most will ultimately
realize that they can improve their results and reduce op-
erational risk only by narrowing their focus.

o Concentrate on a mix of mature and high-growth markets.
Offshore wealth managers need to focus on building
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viable positions in a limited number of mature and
high-growth markets in order to reduce costs and com-
plexity. Emerging markets, in particular, will be an im-
portant source of new offshore assets. (See Exhibit 8.)
For Western European countries such as Germany,
France, Italy, and the United Kingdom, offshore wealth
managers generally need to have at least $3 billion in
AuM from each market in order to achieve a cost-to-
income ratio of 70 percent. It is becoming more impor-
tant for wealth managers to set a minimum threshold
for maintaining a viable presence, given the intensive
work involved in offering market-specific products and
investment advice and providing tax reporting that
meets the requirements of the tax authorities in the
client’s country of domicile.

& Turn RMs into market-specific experts. Wealth managers
should reallocate clients among RMs to ensure that
each advisor has a clear focus on just a few client do-
miciles, thus allowing them to develop market-specific
expertise while reducing the costs associated with

training, certification, and travel. To help in transition-
ing their clients, wealth managers can implement rev-
enue-sharing practices during a predetermined hand-
off period. In parallel, wealth managers can train and
educate RMs about country-specific regulations, tax
systems, investment opportunities, and other factors—
such as local customs and culture—that affect client
relationships. Wealth managers should also consider
introducing specialists who would be available to work
closely with RMs.

Without question, the business of managing offshore
wealth is becoming more challenging, but it is not in dan-
ger of growing irrelevant or obsolete. The main drivers of
demand remain unchanged, and asset inflows will con-
tinue to be strong from particular clients and regions.
Wealth managers that deal with regulatory change and
reorient the business around promising markets will find
opportunities for growth.

Exhibit 8. Offshore Wealth Will Grow Fastest in Emerging Markets

Compound annual growth in offshore wealth, 2010-2015 (%)*
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Source: BCG Global Wealth Market-Sizing Database, 2011.

Offshore AuM as a percentage of
total AuM in a region, 2010

Note: Compound annual growth rates are calculated on the basis of year-end values.
*AuM numbers for all years were converted from local currencies to U.S. dollars at year-end 2010 exchange rates (that is, at a constant rate of exchange).

*Weighted average.
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Wealth Manager
Benchmarking

Competitive Evolution in Europe

o understand how the industry fared in
2010, BCG benchmarked the performance
of 120 institutions—either private banks or
wealth management units of large univer-
sal-banking groups—in Europe, Asia-Pacific
(ex Japan), North America, and Latin America. The study
uncovered regional variations in asset growth, revenues,
costs, and profitability, although the sharpest differences
were arguably within one region—Europe—and in par-
ticular between offshore and onshore private banks.

Comparing Key Measures of
Performance

The wealth management industry, on the whole, experi-
enced mixed results in 2010. The average pretax profit
margin of wealth managers increased to 23 basis points,
up 4 basis points from 2009. (See Exhibit 9.) Revenues
and costs improved, but performance deteriorated in oth-
er areas.

o AuM growth slowed from 12.8 percent in 2009 to 7.5
percent in 2010, mainly because the recovery in the
financial markets slowed.

¢ The average ROA remained flat at 82 basis points,
while the average change in revenues swung from -7.1
percent in 2009 to 8.5 percent in 2010.

© The average cost-to-income ratio dropped from 77.8
percent to 73.7 percent, as costs associated with sales
and front-office services (as a percentage of total costs)
declined by more than 5 percentage points. Operations
and IT costs (as a percentage of total costs) increased
by 2 percentage points.

¢ The productivity of RMs fell sharply. There was a 20
percent decline in client assets and liabilities (CAL)
per RM as well as a 17 percent decline in revenues per
RM, most likely because RMs are not only increasingly
busy with the administrative side of compliance but
also constrained by regulations, including limits on
travel and advice.

¢ The rate of net new asset (NNA) generation, measured
by NNA in relation to the asset base at the end of the
previous year, increased from 1.3 percent in 2009 to
2.3 percent in 2010, although it remained far below
precrisis levels. (NNA measures the difference between
asset inflows and outflows.)

¢ Business volume per client, measured by CAL as well
as by revenues per client, increased dramatically,
owing mainly to the consolidation of accounts and the
discontinuation (or transfer to retail-banking units) of
smaller client accounts.

The benchmarking study highlighted sharp variations be-
tween and within regions. (See Exhibit 10.) Again, there
was a mix of positive and negative results.

¢ In 2010, average ROA increased by 1 basis point in Lat-
in America and remained flat at 73 basis points in
Asia-Pacific. Cost-to-income ratios were unchanged at
81 basis points in Asia-Pacific and increased slightly in
Latin America to 67 basis points. In both regions, as-
sets increased by more than 10 percent.

© European offshore institutions improved their ROAs
(from 87 basis points to 89 basis points) and cost-to-
income ratios (from 74 percent to 69 percent) but, rel-
ative to onshore wealth managers, struggled to in-
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Exhibit 9. RM Productivity Fell Sharply from 2009 to 2010

# Increase ¥ Decrease

Source: BCG Wealth-Manager Performa

nce Database, 2010 and 2011.

Growth Growth in AuM (%) 12.8 7.5 —-5.3 ppts &
Net new assets (% of prior year AuM) 1.3 2.3 1.0 ppt &
Change in revenues from prior year (%) -7.1 8.5 15.6 ppts &

ROA! (basis points) 82 82 0 bps
Frontline Net new assets per RM ($millions) 3.7 3.2 rC12% 'Y
excellence Revenues per RM ($millions) 1.9 1.6 L =17% s
CAL? per RM ($millions) 242 194 L =20% %
. CAL? per client ($millions) 1.8 2.4 32% &
Clients Revenues per client ($thousands) 13.8 17.9 30% &
Clients with less than $1 million in AuM (%)3 75.3 64.5 —-10.8 ppts &

BieeliEs Discretionary mandates (% of AuM) 14.9 14.9 0 ppt
and services Alternative investments (% of AuM) 4.2 4.9 0.7 ppt &
Direct equity (% of AuM) 22.5 23.8 1.3 ppt &
Cost-to-income ratio (%) 77.8 73.7 —4.1 ppts &
Efficienc Pretax profit margin (basis points) 19 23 4 bps &
Y Sales and front-office costs (% of total costs) 60.4 55.1 -5.3 ppts &
Operations and IT costs (% of total costs) 15.6 17.6 2.0 ppts &

Note: This analysis was based in euros except for absolute figures, which are calculated in U.S. dollars. All figures are global averages weighted by client
assets and liabilities. Abbreviations: ppt(s) = percentage points, bps = basis points.

*Revenues divided by yearly average clie
*Client assets and liabilities.
3As a percentage of the total client base.

nt assets and liabilities.

Exhibit 10. Margins, Cost Ratios, and AuM Growth Varied Widely

European offshore European onshore Asia-Pacific Latin American  North American
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Source: BCG Wealth-Manager Performance Database, 2009 through 2011.
Note: This analysis was based in euros for European offshore institutions and in U.S. dollars for all other institutions; averages were weighted by client
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*Offshore institutions included private banks from Switzerland, Luxembourg, and Andorra.
2Revenues divided by yearly average client assets and liabilities.
3Cost-to-income ratios for European onshore institutions are likely to be understated because large banks often do not fully allocate costs to their

private-banking operations.
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crease AuM, for reasons discussed earlier. European
onshore institutions experienced a similar increase in
ROA and enjoyed a larger increase in assets.

¢ Among North American private banks, the average
cost-to-income ratio declined by 2 percentage points to
73 percent, and it declined by 8 percentage points
among brokers. Revenue margins moved in opposite
directions, however. Among North American private
banks, the average ROA increased by 8 basis points,
but among brokers it continued to fall, declining by 5
basis points.

European Onshore Private Banks Versus
Swiss Offshore Private Banks

The variation in performance among our benchmarking
participants was most noticeable between Swiss offshore
private banks and European onshore private banks. Their
distinct business models gave rise to sharp differences
across a range of performance measures.

AuM. European onshore banks increased their AuM by
6.2 percent in 2010, driven by a 1.5 percent increase in

NNA as well as strong market performance. (See Exhib-
it 11.) Many of these banks benefited from the repatria-
tion of offshore assets, while some also enhanced their
product and service offerings and increased their sales-
force effectiveness. At the same time, however, many
struggled to retain assets and suffered significant out-
flows.

Assets of Swiss offshore banks remained almost un-
changed in 2010, as negative market performance can-
celed out a gain in net new assets. The negative market
performance was partly driven by currency effects—the
Swiss franc appreciated versus the euro, diminishing the
value of euro-denominated investments—while the in-
crease in NNA was driven by AuM from emerging mar-
kets, which more than offset the loss of North American
and Western European assets. (See Exhibit 12.) On the
whole, most Swiss offshore banks—despite the net gain
in assets—struggled to retain AuM. Several of them expe-
rienced high asset outflows, mainly as the result of regu-
latory pressure. The problem was more acute among
banks that had focused more on growth than on client
retention and had not planned ahead by, for example,
training their RMs to retain and grow assets under the
new regulatory environment.

Exhibit 11. European Onshore Private Banks Have Had a Stronger Recovery Than Swiss

Offshore Private Banks

Average year-on-year change in AuM, 2006-2010 (%)

2006 2008 2009 2010
Swiss
gﬁf’ggge 8.7 12.7 115 -0.7 10.8
banks ,ﬁr- .
| SS— I —
-18 18 00
280 19 —26.1
European 9.5 155 22 122
onshore . 10.0 ==
private 6.0 4.7 1_5 62
banks? B -_

-18.4 2.3

[[] Market performance/currency effects [ Net new assets
Source: BCG Wealth-Manager Performance Database, 2007 through 2011.

M Total

Note: This analysis was based in euros for European onshore institutions and in Swiss francs for Swiss offshore institutions.

Other than from Switzerland, Luxembourg, and Andorra.
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Exhibit 12. The Flow of North American

Offshore Assets out of Switzerland Has
Been Significant

Origin of AuM of Swiss offshore private banks,
2006 and 2010 (%)

2 Z T 7

: 12 e 12
~::::::: 8 2

62

59

18 e 2
7/
2006 2010

[] Middle East and Africa [] Latin America
[ Asia-Pacific (ex Japan) [ Eastern Europe
[] Western Europe [[] North America [l Other

Source: BCG Wealth-Manager Performance Database, 2007 through
2011.

Note: AuM numbers for both years were converted from local
currencies to Swiss francs using year-end 2010 exchange rates.

Revenues. The revenues of Swiss offshore banks in-
creased by 1 percent in 2010. (See Exhibit 13.) The change
in revenues was the outcome of two opposing forces. On
the positive side, the proportion of assets held in higher-
margin products—such as direct equities, hedge funds,
and structured products—increased as markets improved
and clients regained confidence. (See Exhibit 14.) On the
negative side, revenues were constrained by new restric-
tions pertaining to Western European clients, who ac-
counted for 59 percent of the total offshore wealth man-
aged by Swiss banks in the survey. The regulations, by
limiting the scope of advice that offshore banks can pro-
vide to these clients, dampened portfolio activity. In ad-
dition, the proportion of AuM held in discretionary man-
dates, while higher, was still below precrisis levels—clients
remain wary of ceding too much control over their port-
folios, and many have become more independent since
the financial crisis.

European onshore banks increased their revenues by 9
percent in 2010. Low interest rates on cash and deposits
helped to drive assets into bonds, funds, and alternative

investments, while several wealth managers introduced
innovative discretionary mandates (for example, man-
dates based on ETFs) in an effort to coax assets out of
cash. As a result, the proportion of AuM held in discre-
tionary mandates increased among European onshore
banks.

Although many of the clients of both Swiss offshore and
European onshore banks regained some of their appetite
for risk, they still hold significant amounts of their assets
in cash or low-margin products such as ETFs or bonds.
Top-performing banks grew revenues by developing in-
novative products or aggressively promoting in-house
products, but the push to pry assets away from lower-
margin products was evident across all European bench-
marking participants. Swiss offshore banks, in general,
increased the share of assets held in their own managed
funds from 8.3 percent to 8.6 percent, although the
proportion of assets held in their own structured prod-
ucts declined from 3.5 percent to 3.3 percent. European
onshore banks maintained the proportion of assets held
in their own managed funds at 13 percent and were
able to increase the proportion of AuM held in their
own structured products by 1 percentage point to 4
percent.

Costs. The average cost-to-income ratio of Swiss offshore
banks increased by 5 percentage points to 72 percent, as
banks made internal investments to comply with—or
adapt to—new regulations. Among other things, banks
started to produce country-specific reports and tax state-
ments; create tax-optimized products and services for
specific markets; and train and certify RMs. Banks also
had to meet higher capitalization and liquidity require-
ments. In addition, many Swiss offshore banks had not
reduced their staffing levels in line with the decline in as-
sets caused by the crisis. They remain overstaffed in vir-
tually every element of the value chain, particularly in IT
and operations.

In contrast, the average cost-to-income ratio of European
onshore banks decreased by 3 percentage points to 65
percent. As with offshore players, costs increased owing
to various transparency and disclosure requirements,
along with increased liquidity and capital requirements.
Some onshore banks also spent money to extend their
branch networks or enhance their products and services.
The improvement in the ratio was mainly a function of
strong revenue growth. It should be noted as well that the
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Exhibit 13. Cost-to-Income Ratios Have Been Steadily Rising Among Swiss Offshore Private

Banks

Year-on-year change in revenues (%)
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Source: BCG Wealth-Manager Performance Database, 2006 through 2011.

Note: This analysis was based in euros for European onshore institutions and in Swiss francs for Swiss offshore institutions.

0Other than from Switzerland, Luxembourg, and Andorra.

2Cost-to-income ratios for European onshore institutions are likely to be understated because large banks often do not fully allocate costs to their

private-banking operations.
3Averages were weighted by client assets and liabilities.

cost-to-income ratios for European onshore institutions
are often understated because large European banks do
not fully allocate costs (such as for IT and overhead func-
tions) to their private-banking operations.

Profitability. Among Swiss offshore banks, the average
ROA increased by 2 basis points to 99 basis points. (See
Exhibit 15.) For European onshore banks, the average
ROA increased by 3 basis points to 76 basis points. Pre-
tax profit margins, on average, dropped by 1 basis point
to 30 basis points for Swiss offshore banks and stayed
stable at 27 basis points for European onshore banks.
Some wealth managers initiated cost-reduction pro-
grams, but most of these initiatives were not sufficiently
strategic or comprehensive and were therefore unable
to counteract the sharp rise in costs stemming from new
regulations.

Improving Performance in a Challenging
Market

The benchmarking study underscored the need for
many wealth managers in Europe to improve their prof-
itability, either by increasing revenue margins or lower-
ing costs. Onshore and offshore banks will likely take
different paths to make these improvements, but their
efforts will revolve around the same set of core impera-
tives.

¢ Reduce complexity. Private banks can decrease costs by
simplifying the business—for example, by rationaliz-
ing client segments, discontinuing unprofitable client
relationships, eliminating low-volume products from
the portfolio, and slimming the organization through
delayering.
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Exhibit 14. Asset Allocations Have Become Less Conservative

Change in asset mix of European onshore and Swiss offshore private banks, 2005-2010 (%)

24 32 27
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[ Alternative investments? [ Other (_ ) Discretionary mandates (%)

Source: BCG Wealth-Manager Performance Database, 2006 through 2011.

Note: This analysis was based in euros for European onshore institutions and in Swiss francs for Swiss offshore institutions.
*Other than from Switzerland, Luxembourg, and Andorra.

2Hedge funds, private equity, and structured products.
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Exhibit 15. Profitability Remained Below Precrisis Peaks for European Private Banks

Swiss offshore private banks European onshore private banks?
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Source: BCG Wealth-Manager Performance Database, 2005 through 2011.

Note: This analysis was based in euros for European onshore institutions and in Swiss francs for Swiss offshore institutions.
*Revenues divided by yearly average client assets and liabilities.

2Other than from Switzerland, Luxembourg, and Andorra.

*Averages were weighted by client assets and liabilities.

_[ weighted average?
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Enhance pricing. The one-size-fits-all approach to pric-
ing has become outdated. Wealth managers need to
revise their pricing models to more accurately account
for the cost of serving specific client segments. (For
more on this, see the next chapter.)

Focus on “sticky” products. Wealth managers should
focus on selling products such as mutual funds and
discretionary mandates, which tend to be longer-
term investments and therefore help increase NNA
over time.

o Improve frontline performance. Sales-force effectiveness

can be improved at many wealth managers. Relatively
straightforward initiatives, such as coaching RMs or
improving the management of prospects and referrals,
can have a significant impact on productivity.

o Lower costs. Cost-to-income ratios can be improved by

streamlining middle- and back-office functions. Many
wealth managers have opportunities to automate proc-
esses or adjust capacity, especially in operations and
IT, to reflect the current scope of the business.

26

THE BOSTON CONSULTING GROUP



Pricing and the New Realities
of Wealth Management

Ithough global wealth posted its second

consecutive year of growth and was

$10 trillion higher than the precrisis year-

end peak, the pressure on wealth manag-

ers—at least in some markets—has yet to
fully subside. In Europe and Asia, in particular, wealth
managers’ gross margins continue to be squeezed by the
increasing popularity of lower-margin products (espe-
cially ETFs), greater client awareness of fees and charges
that have no obvious correlation with service or perfor-
mance, and the regulatory push for greater transparency
and disclosure.

Pricing is generally the most effective lever for boosting
revenue margins in wealth management. To a certain
degree, however, the traditional approach to pricing has
become more of a hindrance than a help. Prices tend to
be too complicated for clients to understand, while pric-
ing models are still relatively unsophisticated and often
not aligned with the wealth manager’s business strategy.
Many allow for unguided—and sometimes almost arbi-
trary—discounting. As a result, there is tremendous po-
tential for wealth managers to differentiate their offer-
ings and increase margins by adopting a more nuanced
approach to pricing.

The Cost of Ambiguous Pricing

Pricing in wealth management tends to be more con-
founding than clear. Different wealth managers, for ex-
ample, may have different names for the same kind of
pricing scheme or component, making it hard for clients
to make meaningful comparisons. Moreover, a single
wealth manager might have a range of methods for charg-
ing administrative or transaction fees, while some aspects

of pricing, such as transaction costs or certain product
fees, are difficult or even impossible to see. As a result,
few clients ever believe that they have an accurate view
of the prices they pay.

The lack of structure does hold one important advantage
for clients: it allows plenty of room to bargain for better
deals. This, in turn, leads to significant variation in pric-
ing and hence ROA, even within narrowly defined client
clusters. (See Exhibit 16.)

In addition, many wealth managers give their RMs
substantial discretion to use discounts. As a result, RMs
tend to provide excessive discounts in an effort to in-
crease—or, as was the case during the financial crisis,
protect—their asset bases, sometimes with little or no
prodding from clients. One wealth manager in our bench-
marking survey reported that many RMs had an “all or
nothing” approach to discounts—when discounts were
given, they were usually given in full, irrespective of cli-
ent size.

For years, this capricious approach proved to be highly
profitable. Most clients were not overly concerned with
pricing, provided their portfolios performed well. In fact,
some clients even regarded wealth management as a
Veblen good, with high prices conferring a sense of status
or exclusivity. (To a certain degree this still holds true, al-
though many clients are now more inclined to question
the value of their wealth manager’s services.) By generat-
ing higher margins among clients who were less con-
cerned with—if not completely indifferent to—pricing,
wealth managers could subsidize lower-margin services
geared toward more cost-sensitive clients, while under-
writing aggressive discounting for the sake of client acqui-
sition and retention.
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Exhibit 16. Variation in ROA Reveals Opportunities to Improve Pricing

ROA by wealth band, 2010

Swiss offshore private banks
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Source: BCG Wealth-Manager Performance Database, 2011.
0Other than from Switzerland, Luxembourg, and Andorra.
2Revenues divided by average client assets and liabilities.

The financial crisis laid bare the weaknesses of this con-
voluted, undisciplined approach. Among the wealth man-
agers in last year’s benchmarking survey, the average
ROA declined by 13 basis points in 2009, in large part be-
cause of inadequate pricing. Even though revenue mar-
gins have stopped deteriorating, it is increasingly obvious
that an ambiguous approach to pricing is not suited
to the new dynamics of the business, for a number of
reasons:;

¢ In some markets, new and potentially disruptive busi-
ness models have put pressure on margins. Online of-
ferings, for example, base their value proposition on
the simplicity, transparency, and competitiveness of
their prices. Social-media platforms provide greater
transparency into both pricing and the quality of ser-
vice. Some even offer investment recommendations
and access to unique products.

¢ Clients still have a relatively high proportion of their
assets in lower-margin products. Some clients favor
passively managed products, such as ETFs, which tend
to be less costly and more transparent. For others, the

perceived safety of cash, gold, or government bonds
still matters a great deal. Events such as the Japanese
earthquake and tsunami and the unrest in Africa and
the Middle East cast a shadow over the global econom-
ic recovery and lend even more appeal to investments
that are considered relatively stable or easy to under-
stand. At the same time, there is a demand for supe-
rior, tailored advice as well as for advanced reporting
and tax statements. The cost of these activities is hard
to reconcile with the low margins being realized on
many assets.

In many markets around the world, particularly in Eu-
rope, there is growing pressure for wealth managers to
divulge, or even pass along to clients, the fees they re-
ceive from product suppliers. In Europe, for example,
MiIFID (the Markets in Financial Instruments
Directive)—an EU law that aims to harmonize the reg-
ulatory regime for investment services in member
countries, particularly with regard to consumer protec-
tion—will have a significant impact on fee-sharing ar-
rangements. In addition, the U.Ks Retail Distribution
Review (RDR) framework addresses the potential for
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remuneration to distort advisors’ recommendations. In
Germany, banks are obligated to compile detailed min-
utes of every client interaction that involves invest-
ment advice.

© Many clients have become adamant about understand-
ing the costs associated with managing their wealth
and have started asking for total ex-
pense ratios in order to facilitate com-
parisons. Many have also become more
price sensitive, in part because new
competitors are providing more trans-
parent and competitive prices. Together,
these trends suggest that clients are like-
ly to become more inquisitive—and
critical—about the link between prices
and value. For example, more actively managed invest-
ment portfolios tend to incur much higher fees—and
while the variable costs may well be higher for these
accounts owing to more frequent transactions, clients
may start to question whether the higher fees are
matched by an equally dramatic difference in service
and performance levels.

¢ With clients becoming more price sensitive, wealth
managers can no longer count on charging some cli-
ents higher prices in order to offset lower fees and
charges—or aggressive discounts—for other clients,
particularly when the variations in pricing are not part
of an orchestrated plan but rather are driven by the
priorities of individual RMs.

Wealth managers simply cannot afford to overlook the
importance of pricing and the need to adapt their pricing
strategies and practices to the new realities of wealth
management.

Four Imperatives for Improving Pricing

To ensure that pricing leads to higher margins without
compromising asset growth or retention, wealth manag-
ers should pursue a mix of strategic and tactical initia-
tives. Strategic initiatives should focus on creating a more
transparent, consistent, and logical pricing model by link-
ing pricing to value propositions. Such initiatives often
involve fundamental changes, which can take months or
even years to implement. Tactical measures, on the other
hand, have a more immediate impact on price realiza-

Clients are becoming
more inquisitive about
the link between

pricing and value.

tion. Examples include limiting discounts or making small
changes to certain prices in order to improve revenue
margins. To guide these initiatives, wealth managers
should follow four imperatives, each of which has impor-
tant ramifications for the service model.

Service and pricing models should be profitable for
each client segment. In general, wealth
managers should ensure that the level of
service (along with the corresponding
cost) is aligned with a client segment’s
ability to generate revenues. This basic
equation should be considered inviolable.
What’s more, client segments should not
simply be based on wealth bands but
should also factor in client behavior, which
has important implications for service levels. Delegators,
advice seekers, and self-directed traders have very differ-
ent needs and hence different expectations for price—
service models.

For some wealth managers, tough decisions will be un-
avoidable. They may need to downgrade services for low-
revenue client segments, or else impose minimum fees to
make these segments profitable to serve. Wealth manag-
ers might also consider moving clients to different chan-
nels, where the level of service is commensurate with
their revenue potential.

The difference between high- and low-cost offerings
should be unmistakable. With clients having become
more aware of value for money, wealth managers must
ensure that the price differences among client segments
are matched by equally clear differences in service lev-
els. (See Exhibit 17.) Clients who are charged higher pric-
es will demand enhanced levels of advice, reporting, and
wealth planning. The services they receive should be
noticeably more sophisticated and tailored than lower-
cost offerings, which should be relatively basic and stan-
dardized.

This differentiation is critical to the first imperative—
ensuring that each segment is served profitably—but it
also influences client satisfaction. A client who needs the
guidance and support of an active and involved RM, who
in turn might call on investment specialists and wealth-
planning experts, should obviously have a markedly dif-
ferent experience—and a higher price point—than a cli-
ent who is more self-directed. Some clients may want a
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Exhibit 17. Pricing Needs To Become Much More Strategic and Deliberate

Status quo (illustrative): An arbitrary
pricing approach, decoupled from the
service approach
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Source: BCG project experience.

particular combination of products, services, and prices
that a wealth manager does not provide. A wealth man-
ager that cannot find a suitable alternative in its existing
stable of services might be better off advising a client to
move to another wealth manager, rather than shoehorn-
ing that client into an ill-fitting or uneconomical service
model.

Clients should have a say. RMs are often reluctant to
talk to their clients about price and value, out of concern
that such frank conversations could do more harm than
good. But this reluctance is increasingly out of step with
changes in the industry: clients are becoming more price
sensitive, prices are becoming more transparent, and
competitors are using the combination of these two
trends as a way to gain market share.

Wealth managers should aim to involve clients in deci-
sions that affect their costs. RMs could present several dif-
ferent pricing models and determine which model best
suits the client’s specific mix of products, services, inter-
action preferences, and channels. They could also allow
clients to set their own prices by selecting a bundle of ser-
vices that suits their needs. A self-directed client might
choose a transaction-only service, whereas a client who
is less familiar or comfortable with financial matters
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might opt for an advisory model that provides access to
investment specialists. To help customize the pricing
model, RMs have plenty of variables at their disposal, in-
cluding flat fees, minimum fees, performance fees, and
contingent fees. (For more on performance fees, see the
sidebar “Performance-Based Pricing.”) For clients to make
an informed decision—and to gauge the “value for mon-
ey” of a particular offering—wealth managers need to
spell out the prices of certain services such as financial
planning, holding mail, tax reporting, and extended port-
folio analysis.

There should be some flexibility in pricing in order
to maximize share of wallet. Having established the
principle that each client segment should be profitable,
wealth managers should nonetheless allow for some dis-
cretion in setting prices. Pricing, in other words, should
remain personal. Wealth managers can ensure that pric-
ing is both disciplined and flexible by following a two-
step process.

First, they should define upper and lower pricing bands
for each client segment, using a combination of consum-
er research and field tests to ensure that the range is
aligned with client expectations and behaviors. Wealth
managers should also give weight to competitors’ offer-
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Performance-Based Pricing

Performance-based pricing is common in the fund man-
agement business, mainly for institutional clients. In the
wealth management business, however, it remains both
rare and discreet. Some private banks allow it for discre-
tionary mandates, but only when clients request it.

Performance fees are typically triggered when actual per-
formance exceeds a given benchmark or hurdle. The fee
itself might be based on an absolute increase in value, or
on the difference in value between investment gains and
a benchmark. In some cases, a performance fee is levied
only after past negative performance has been recouped.

Surveys show that most clients react favorably to the idea
of performance fees. It gives them the sense that their
wealth manager has more at stake and is confident in its
ability to grow wealth. But once clients hear about the
mechanics of performance-based pricing, they tend to be
overwhelmed by the complexity or underwhelmed by the
benefits. In a bull market, for example, the performance

ings, in order to understand how those offerings might
influence their own clients’ investment decisions or atti-
tudes about pricing. This approach should lead to a min-
imum price (which would generate an acceptable gross
margin) and a maximum price (which would lead to high-
er margins without compromising client acquisition or
retention).

Next, wealth managers should give RMs some leeway
to set prices (including providing discounts) on a client-
by-client basis. Wealth managers can add more science
to the art of adjusting prices by using a robust statistical
process to set target prices for each client on the basis of
the client’s sociodemographics, relationship with the
bank, profitability, multichannel behavior, risk profile,
product usage, and price sensitivity. Such an analysis
should pinpoint the ideal price for a particular client
within a given price range. RMs can deviate from this
target price provided they are fully mindful of the price
floor.

With regard to discounting, the guidelines should be tight-
er and simpler, with clearly defined ranges depending on
RM seniority and management level. More important,
discounts should be based on a client’s potential to gen-
erate revenues and margins—the higher the potential,

fee could end up being significant, but the client still
bears the risk of losing money when markets decline. For
performance fees that are pegged to an index, a slight
amount of above-average performance—exceeding the
index by, say, 1 or 2 percent—could trigger a fee that rep-
resents a relatively high proportion of the client’s abso-
lute gain. As a result, many clients end up reverting to or
staying with a standard pricing model that has no perfor-
mance component.

Performance-based pricing remains more of a niche strat-
egy than a mainstream practice. Among sophisticated cli-
ents who are not intimidated by complexity, however, this
approach could be extremely effective in retaining or at-
tracting assets.

the greater the discount. Even then, however, RMs must
believe that the discounts will lead to new cross-selling
opportunities or an inflow of client assets. Moreover, dis-
counts intended to attract more of a client’s assets or to
support cross-selling should be granted only for a certain
period of time, after which they should become contin-
gent on capturing the intended potential.

On the whole, pricing should be fairly rigid and less
prone to manipulation, effectively eliminating the indis-
criminate, unproductive use of discounts. At the same
time, there should be an escalation process whereby
RMs can seek exemptions in special circumstances.
Some discounting practices should also be transparent
to clients as a way to entice them to shift more assets to
the wealth manager or to encourage them to invest in
certain products.

Finally, wealth managers will need to monitor the use of
discounts very closely while giving RMs incentives to
maximize price realization. They could highlight the
amount of money “left on the table” as a result of dis-
counts, for example, and ensure that RMs are not auto-
matically granting maximum discounts but instead are
putting some thought into how much of a discount to pro-
vide. Wealth managers could also highlight any lack of
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consistency in the use of discounts, as well as the poten-
tial benefits—to both the institution and the RM—of
achieving better price realization.

In the end, this is about simple economics. Wealth man-
agers need to ensure that prices correspond with a cli-
ent’s overall contribution to the business in terms of mar-
gins and revenues. There are two barriers
to making this vital connection. First, many
wealth managers lack a clear view of the
actual cost to serve different client seg-
ments. Second, they often shy away from
cutting service levels for low-revenue, low-
margin clients. More broadly, although
wealth managers are taking steps to im-
prove their pricing strategies, few have ad-
opted a fundamentally new pricing regime—one that
dovetails with changes in client demand, business strate-
gies, and regulations.

Guidelines for Implementing New
Pricing Strategies

Pricing is a perennial issue—something that wealth man-
agers revisit on a regular basis. For a variety of reasons,
however, most efforts to fundamentally change pricing
tend to stall. Common pitfalls include inadequate align-
ment between new pricing policies and client expecta-
tions, poor external communications, and internal misun-
derstandings that prevent high-level policy from properly
influencing frontline activities—all of which can end up
alienating clients and undermining price realization.

To ensure that their plans for transforming pricing take
hold, wealth managers should focus on several factors
that have been shown to facilitate such change.

¢ Maintain an appropriate balance between strategic and
tactical initiatives. Wealth managers should avoid the
temptation to focus only on tactical initiatives, which
give a quick boost to revenues or margins. Quite often,
strategic initiatives are geared more toward ensuring
the right alignment between prices and services and
are therefore critical to ensuring that a sense of fair-
ness prevails under the new pricing regime.

¢ Conduct consumer research. A poorly conceived or exe-
cuted change in the pricing model can prompt clients

managers lack a clear
view of the actual
cost to serve different

client segments.

to shift their assets to lower-margin products—or,
worse still, to another wealth manager—and cause
lasting damage to a wealth manager’s reputation. It is
therefore critical that wealth managers conduct exten-
sive consumer research before rolling out any changes,
using techniques such as conjoint or van Westendorp
analyses to understand client preferences and likely
responses to the new pricing regime.

Many wealth

& Model the financial impact. Wealth man-
agers should also model the probable
impact of pricing changes on their P&L
on the basis of assumptions about price
elasticity, competitive reactions, and
the likely effects on volumes, revenues,
and cost to serve. It is particularly im-

portant that wealth managers anticipate competitor

reactions in terms of specific products and services.

o Ensure that communication to the client is direct and un-
ambiguous. It is hard to overstate the importance of
communicating price changes clearly and well in ad-
vance. Wealth managers should ensure that clients
have time to understand and ask questions about new
policies. They need to be especially mindful about
communicating changes that, from the client’s per-
spective, represent a negative change to service levels,
prices, or any other aspect of the relationship, such as
the client’s inclusion in a particular segment. But com-
munication is not simply about preventing a backlash.
Wealth managers can and should emphasize the trans-
parency of their prices as a way to stand behind their
value propositions.

¢ Train and coach RMs to adhere to—and embrace—new
pricing practices. RMs will need to understand and
abide by new policies about discounting, high and low
price limits, and the amount of discretion they have to
adjust prices. Even more important, RMs need to be-
lieve in a new pricing scheme in order to sell it to cli-
ents. The changes should be seen as a way to mold the
offering—the combination of products, services, and
prices—around the client’s needs. Including RMs in
the development and client-testing phases of new pric-
ing practices has proved to be an important step in im-
proving price realization.

Wealth managers should recognize that pricing, while
generally in need of an overhaul, is something best not
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transformed all at once. The risks posed by hasty change
are too high, and there is much work to be done simply
to lay the groundwork for a new pricing model—for ex-
ample, by conducting extensive consumer research,
benchmarking competitors, and generating an accurate,
comprehensive view of the internal costs of serving vari-
ous client segments. Strategic initiatives, in particular,
must be designed carefully and implemented gradually
to ensure the right alignment between prices, services,
and client segments.

tremendous adversity over the past several years,
and the sustained recovery of global wealth bodes
well for its future. But the positive signs should not be

The wealth management industry has overcome

misread as a return to normal. A set of disruptive forces,
including regulatory reforms and changes in client behav-
ior, are rewriting the rules of the game—both literally
and figuratively.

Wealth managers must not allow the ongoing recovery to
lead to a sense of complacency. Many of the changes that
are reshaping the industry present fundamental, lasting
challenges to growth and profitability. The best wealth
managers will capitalize on the disruption by accentuat-
ing their strengths, fine-tuning their offerings to reflect
the growing importance of transparency and value for
money, and focusing more aggressively on levers such as
pricing, which can have a significant impact on revenue
margins. In short, they will recognize this period for what
it is: an opportunity to shape a new tomorrow in the post-
crisis world.

SHAPING A NEW TOMORROW
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For Further Reading

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

Operational Excellence in Retail
Banking: How to Become an
All-Star

A Focus by The Boston Consulting Group,
February 2011

The Road to Excellence: Global
Retail Banking 2010/2011

A report by The Boston Consulting
Group, December 2010

In Search of Stable Growth: Global
Asset Management 2010

A report by The Boston Consulting
Group, July 2010

Leveling the Playing Field:
Upgrading the Wealth
Management Experience for
Women

A White Paper by The Boston Consulting
Group, July 2010

Regaining Lost Ground: Global
Wealth 2010

A report by The Boston Consulting
Group, June 2010

Building a High-Powered Branch
Network in Retail Banking

A White Paper by The Boston Consulting
Group, March 2010

Risk and Reward: What Banks
Should Do About Evolving
Financial Regulations

A White Paper by The Boston Consulting
Group, March 2010
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