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Four Strategies for
Wealth Managers
How to help close the gap between assets under
management and profits.

Despite these gains, however,
pretax profit margins for wealth
managers fell in all regions of the
world from 2007 through 2012:
from 37 percent to 16 percent in
Europe, from 29 percent to 21 percent in North America, and from 30
percent to 12 percent in Asia. The
explanation? New global regulations
(including greater scrutiny of undeclared offshore assets), changing customer behavior, the rapid advance of
digitization, and a fluid competitive
landscape have permanently altered
the rules of the game and raised the
cost of doing business. Few wealth
managers have adapted to this new
reality, but they must do so quickly
if they are to survive, let alone capitalize on the continued economic
recovery expected in 2014 and 2015.
Before delving into the solutions, it’s
helpful to look at each of these issues
in more detail.
An Industry in Transition

by Alan Gemes and
Andreas Lenzhofer

A

fter a tumultuous period
of plummeting asset prices
and downward-spiraling
revenue, and the near collapse of
some of the world’s leading firms
during the financial crisis, the global wealth management industry
is regaining some of the ground it
lost. More specifically, assets under
management (AUM) are now rising in markets around the world. In
North America, for example, AUM
have passed their pre-crisis levels after four years of steady growth. In
China, Latin America, and other
emerging markets, they have risen
far beyond their mid-2000s levels.
Only Europe is lagging, and even
there, AUM have increased significantly since the nadir of 2008. Yet

the industry is still struggling, because the gains in assets have not
translated into healthy top- and
bottom-line growth.
According to a global study
conducted by Booz & Company
using quantitative market analysis
and in-depth interviews with more
than 150 wealth management executives, senior financial advisors, and
regulators, AUM are rising for three
distinct reasons. First, emergingmarket economies have been expanding. Second, equity markets
worldwide have rebounded, drawing
greater inflows of assets from investors. Finally, the number of highnet-worth individuals (HNWIs)—
those with more than US$1 million
in investable assets—continues to
grow two to three times faster than
the gross domestic product in most
markets.

The financial industry currently
faces an unprecedented degree of
regulation, covering a wide range
of issues: capital, liquidity, proprietary trading, derivatives, corporate
governance, and the transparency of
offshore assets and income. If there
is any good news on the regulatory
front, it’s that predicted new global
rules are finally taking shape, ending years of uncertainty about how
to prepare. Also, these regulations
will likely raise the industry’s barriers to entry, which may ultimately
help wealth managers preserve margins. We see the major regulatory
challenges for wealth managers falling into two main categories: taxation and transparency, and client
protection and suitability.
More specifically, new rules on
international compliance and transparency have radically changed the
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its member states. In light of these
developments, players will need to
reevaluate their offshore strategies,
withdrawing from some markets
and focusing only where they have
a clear value proposition, growth
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nels to manage their wealth, the
industry is moving toward a 24/7,
multichannel, digital environment
dictated by customers, especially for
standard products and services.
These global regulatory trends
and evolving customer behaviors,
particularly those involving technology, are reshuffling the competitive landscape in a number of ways.
One way is through acquisitions
and spin-offs. The costly operating environment is hurting wealth
managers of all sizes, but large players are weathering the storm better
than small players, which increasingly lack the necessary scale to keep
their businesses viable, particularly
with respect to IT costs. Since 2007,
small banks have experienced slower
AUM growth, greater increases in
cost-to-income ratios, and a faster
decline in profit margins than large
and medium-sized organizations.
This has driven a wave of acquisitions and consolidation, which is
expected to continue.
At the same time, many international universal banks are looking

continues apace, however, we are
seeing a rise in independent wealth
managers that are unaffiliated with
large banks. Because of the reputational damage that many large institutions suffered during the financial
crisis, many HNWIs, especially
in North America and Europe, are
now more inclined to do business
with independents. These include
multifamily offices—or commercial
enterprises that handle financial issues for wealthy families—which
can leverage open banking platforms
and can offer an array of products
and services that were once available
only from larger institutions.
In addition, new digital providers are targeting the wealth management market from several angles.
Investment advisors can provide
real-time customized advice and
innovative tools to help clients set
goals, monitor performance, and rebalance their investments. Portfolio
review providers go one step beyond,
offering financial management portals that track not only the performance of investment portfolios but

Customers want the freedom to
conduct research and make
decisions wherever and whenever
it’s convenient.
to shed overseas wealth management operations that are marginal or unprofitable. Not long ago
these banks invested heavily in the
Middle East, for example. But in the
past three years, many have partly or
fully withdrawn from these activities, often selling their operations to
local players.
Even as industry consolidation

also the performance of specific
wealth advisors. And investment
communities offer a platform on
which people can share and discuss
investment ideas.
These new digital entrants pose
a unique challenge to established
wealth managers. Digital providers
offer their services free (or sometimes at very low rates), meaning
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prospects, and proper compliance
capabilities.
Besides taxation and transparency issues, new regulations designed to reduce conflicts of interest
and improve customer “suitability”
are changing traditional distribution, compensation, and pricing
models across the wealth management industry. In the past, financial players paid banks handsome
distribution fees known as retrocessions for distributing their products
to clients. But recent laws aimed at
eliminating conflicts of interest spell
the end of these business practices.
Most of those surveyed expect that
these bans will reduce costs for clients—and profits for banks. That
effect has already become apparent
in the U.K., where retrocessions
were banned in 2013.
On the issue of “suitability,”
meaning the matching of investment risk to client risk tolerance,
national and international regulators have pushed client protection
initiatives to improve disclosure,
eliminate conflicts of interest, and
document client meetings. Suitability rules like these introduce new
sales and marketing risks for wealth
managers—it is one more thing
they must get right—along with increasing their cost burden.
The industry must also placate
customers whose daily experiences
on sites such as Google and Amazon,
and on devices such as smartphones
and tablets, are influencing their expectations for wealth management.
Customers want plentiful, transparent information at their fingertips,
as well as the freedom to conduct research and make decisions wherever
and whenever it’s convenient.
As more and more high-networth individuals are motivated to
use technology and emerging chan-

The Rising
Mass Affluent

R

that begin complementing their
transactional expertise—such as basic stock trading and low commissions—with higher-end wealth management services. For example, the
Charles Schwab Corporation is rolling out 80 advisory service branches
in 2014, and its compound annual
However, the Booz & Company
survey identified one particularly
promising subgroup for retail banks.

revenue from such services grew 30
percent between 2009 and 2012.
Four Response Priorities

We believe that wealth managers
can keep pace with the industry’s
changing dynamics and capitalize
on the recovery in 2014 and 2015 by
including the personal banker and
financial advisor.
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customers. In fact, they generate
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customer profits for retail banks,
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group said the same.

ing point is targeting the rising mass

But shifting these customers
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Young, and Ambitious: How Banks Can
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Profitably Serve the Rising Mass Af-

ment needs and preferences.

fluent,” by Paul Hyde, Ashish Jain, and

• Integrated delivery. Banks

Suzanne Lyman, Booz & Company, Oct.
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2013). Instead, they believe traditional

the client is a joint responsibil-

brokerage firms are the solution.
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their long-term profitability—and
viability—is uncertain. Nevertheless, they are forcing incumbents to
make significant technology investments to keep pace.
Over time, a more serious threat
to today’s wealth management firms
will be established online brokers
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1. Apply a capabilities lens.

First, wealth managers need to
clearly define which markets they
intend to play in, whether onshore,
offshore, or both. Wealth managers
are understandably drawn to markets that promise superior underlying growth, but the expense and patience required to compete in some
of these markets can make profits
elusive.
Going forward, wealth managers need to apply a capabilities lens,
to identify the markets where they
can provide a clearly differentiated
set of products and services that leverage the things they are demonstrably good at. Even the biggest
wealth managers can no longer be
all things to all people. This will inevitably require some difficult tradeoffs in terms of markets to play in,
client segments to target, and business models to adopt.
2. Rethink the value proposition. New regulations on client suit-

ability and compensation, as well as
customer demands for tailored solutions and digital access to financial
information, are forcing banks to rethink how they go to market. They
must improve the way they bundle
products and services to appeal to
different customer segments, while
also helping the wealth manager
control costs.
The industry needs new pricing
models. Customers expect to know
exactly what they are paying for, and
regulators want customers to be able
to compare prices across the industry. Transparency is key. This will
fundamentally change how private
banking services are priced; pricing
models may include standard fees
for basic products and services, allinclusive fees for advanced packages,
and volume/transaction fees that are

clearly linked to specific thresholds.
3. Go digital. The requirement
to digitize the business model varies
by region to a surprising degree. In
the United States, digitization is a
top priority for virtually all wealth
managers. But in other parts of the
world, digitization is a priority only
for large players. Some small players even argue that a traditional approach—offering direct, hands-on
service from a wealth manager, with
no digital component—is a differentiator and part of their value proposition. That argument is misguided.
Digitization is critical if wealth
managers are to better understand
customer needs, generate customercentric holistic advice, and deliver a
superior customer experience.
Building a digital agenda entails
several components. Wealth managers must create a 360-degree view of
clients’ assets and behavioral profiles, and offer high-speed, alwayson access to their portfolio, along
with “self-serve” research and advice. Managers also need to improve
the quality of their advice, by using
“big data” analytics to tailor it to the
needs of individual clients. Establishing a social media presence allows them to gauge customer sentiment and better communicate with
clients. And digitization can help
streamline and automate back-office
operations (and thus reduce costs).
4. Adopt a Fit for Growth* approach. To date, wealth managers

have not been able to lower their
costs fast enough to overcome the
escalating cost of doing business.
Instead, they need a strategic, ongoing approach to fixing their cost
base and positioning themselves for
growth. Taking a Fit for Growth approach starts by articulating a clear
cost agenda from the front line to
the back office. It continues with

*Fit for Growth is a registered service mark of Booz & Company Inc. in the United States.

building lean and resilient processes,
systems, operations, and organization structures. And it culminates
in the permanent ability to redirect
resources away from “bad” costs
and toward “good” costs—namely,
those that reinforce differentiating
capabilities.
Despite the trials of the last
few years and the challenges that
lie ahead, wealth management remains an attractive growth industry
over the long term, with a return on
equity superior to that of any other financial-services segment. The
growth in the number of HNWIs,
along with strong economic activity
in the world’s most robust emerging
markets, bodes well for the industry—and for the wealth managers
that can learn to compete in this
new environment. +
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focusing on four priorities.
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