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INTRODUCTION

THE GLOBAL WEALTH-MANAGEMENT INDUSTRY delivered a few
surprises in 2013. Excellent growth did not always translate into
higher profits. The mature economies of the “old world” and the
rapidly developing economies (RDEs) of the “new world” continued
to move at different speeds in general, but some developed econo-
mies performed extremely well, shifting the playing field. And sophis-
ticated digital offerings are increasingly becoming a source of compet-
itive advantage.

Overall, the key challenge in the old world remains how to make the
most of a large existing asset base amid volatile growth patterns,
while the principal task in the new world is how to attract a sizable
share of the new wealth that is being created more rapidly than ever.
Players in every region will be required to forge creative strategies in
order to deepen client relationships and lift both revenues and prof-
its. But the road will not be easy. Indeed, most wealth managers con-
tinue to face common challenges in terms of gathering new assets,
generating new revenues, managing costs, maximizing IT capabilities,
complying with regulators, and finding winning investment solutions
that foster client loyalty. The battle for assets and market share will
become increasingly intense in the run-up to 2020.

In Riding a Wave of Growth: Global Wealth 2014, which is The Boston
Consulting Group’s fourteenth annual report on the global
wealth-management industry, we explore the current size of the mar-
ket, the present state of offshore banking, and the performance of
leading institutions in a wide range of categories. We also examine the
growing digital aspects of wealth management, along with the most
profitable business models—all with an eye toward the steps that
wealth managers must take to position themselves advantageously.

Our goal, as always, is to present a clear and complete portrait of
today’s wealth-management industry, as well as to offer thought-
provoking analysis of issues that will affect all types of wealth
managers as they pursue their growth and profitability ambitions
in the years to come.
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MARKET SIZING

A ROBUST YEAR

LOBAL PRIVATE FINANCIAL WEALTH grew  wealth grew by 8.7 percent. The key drivers,

by 14.6 percent in 2013 to reach a total for the second consecutive year, were the
of $152.0 trillion.! (See Exhibit 1.) The rise performance of equity markets and the
was stronger than in 2012, when global creation of new wealth in RDEs.

EXHIBIT 1 | The Growth of Global Wealth Accelerated in 2013

Private financial wealth ($trillions)
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Source: BCG Global Wealth Market-Sizing Database, 2014.

Note: Private financial wealth numbers for all years were converted to U.S. dollars at year-end 2013 exchange rates to exclude the effect

of currency fluctuations. Percentage changes and global totals of private financial wealth are based on complete (not rounded) numbers.
Calculations for 2011 and 2012 are based on the same methodology used for the 2013 calculations. Global wealth is measured by financial wealth
across all private households. Countries included in each region can be found in the report.
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Global Overview

The growth of private wealth accelerated
across most regions in 2013, although it again
varied widely by market. As in 2012, the
Asia-Pacific region (excluding Japan) repre-
sented the fastest-growing region worldwide,
continuing the trend of high growth in the
“new world.” But substantial double-digit in-
creases in private wealth were also witnessed
in the traditional, mature economies of the
“old world,” particularly in North America.
Double-digit growth was also seen in Eastern
Europe, the Middle East and Africa (MEA),
and Latin America. Western Europe and
Japan lagged behind with growth rates in

the middle single digits.

As in previous years, North America (at
$50.3 trillion) and Western Europe ($37.9 tril-
lion) remained the wealthiest regions in the
world, followed closely by Asia-Pacific (ex-
cluding Japan) at $37.0 trillion. Asia-Pacific,
which in 2008 had 50 percent less private
wealth than North America, has since closed

that gap by half. Globally, the amount of
wealth held privately rose by $19.3 trillion in
2013, nearly twice the increase of $10.7 tril-
lion seen in 2012.

In nearly all countries, the growth of private
wealth was driven by the strong rebound in
equity markets that began in the second half
of 2012. All major stock indexes rose in 2013,
notably the S&P 500 (17.9 percent), the Nik-
kei 225 (56.7 percent), and the Euro Stoxx 50
(14.7 percent). This performance was spurred
by relative economic stability in Europe and
the U.S. and signs of recovery in some Euro-
pean countries, such as Ireland, Spain, and
Portugal. A further factor, despite the taper-
ing of quantitative easing in the U.S., was
generally supportive monetary policy by cen-
tral banks. In an exception, the MSCI Emerg-
ing Markets Index fell by 5 percent.

Globally, the growth of private wealth was
driven primarily by returns on existing assets.
(See Exhibit 2.) The amount of wealth held in

EXHIBIT 2 | The Growth of Global Wealth in 2013 Was Driven by Existing Assets

Growth rates Drivers
+5.2%
GDP growth (+g.6°/:)
1 Newly created wealth?
. +5.9%
Savings rate
~$4.1 trillion3 (+5.9%)
Global
private ( f)
financial
wealth </\>
Equity performance }:20'(8;:;0 )
— Existing assets? —(f)— Bond performance (Igg:;:)
+14.6% ~$15.2 trillion? ~0%
(+8.7%) Cash performance (~0%)
~$19.3 trillion
2013 *X%
(2012) =y%)

Source: BCG Global Wealth Market-Sizing Database, 2014.

Note: All growth rates are nominal, including GDP growth rates. Performance and macro averages are weighted by GDP and reflect domestic
trends. All numbers are rounded and may not sum to totals. Countries included in each region can be found in the report.

*New private financial wealth, generated primarily through savings.

2Growth in asset values.

*Estimated.
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equities grew by 28.0 percent, with increases
in bonds (4.1 percent) and cash and deposits
(8.8 percent) lagging behind considerably. As
a result, asset allocation shifted significantly
toward a higher share of equities.

Asset allocations shifted
sigmficantly toward a higher
share of equities.

Currency developments were more relevant
to private wealth growth in 2013 than in
2012. Driven by the slowdown in quantita-
tive easing, the U.S. dollar gained value
against many currencies, particularly those
in emerging markets, as well as against the
Japanese yen.

As in previous years, strong growth in gross
domestic product (GDP) in RDEs was an im-
portant driver of wealth. The BRIC countries,

overall, achieved average nominal GDP
growth of nearly 10 percent in 2013.

Looking ahead, global private wealth is pro-
jected to post a compound annual growth rate
(CAGR) of 5.4 percent over the next five years
to reach an estimated $198.2 trillion by the
end of 2018. The Asia-Pacific region and its
new wealth will account for about half of the
total growth. (See Exhibit 3.) Continued strong
GDP growth and high savings rates in RDEs
will be key drivers of the rise in global wealth.

Assuming constant consumption and savings
rates, North America will fall to a position as
the second-largest wealth market in 2018 (a
projected $59.1 trillion), being overtaken by
Asia-Pacific (excluding Japan) with a project-
ed $61.0 trillion. Western Europe should fol-
low with a projected $44.6 trillion.

Millionaires

As the debate over the global polarization of
wealth rages on, one thing is certain: more

EXHIBIT 3 | Asia-Pacific and Its New Wealth Will Account for About Half of Global Growth
Through 2018

Growth ($trillions)

50

40

30

20

10

[ ] Performance of existing wealth?

Regional contribution to growth in global wealth, 2013-2018 ($trillions)

[ ] New wealth creation?

Source: BCG Global Wealth Market-Sizing Database, 2014.
Note: Global private financial wealth is based on complete (not rounded) numbers. Private financial wealth numbers for all years were converted
to U.S. dollars at year-end 2013 exchange rates to exclude the effect of currency fluctuations. The proportions of old-wealth performance versus
new-wealth creation are estimates.

1Growth in asset values, assuming moderate returns on assets.
*New private financial wealth, generated primarily through savings.
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people are becoming wealthy. The total
number of millionaire households (in U.S.
dollar terms) reached 16.3 million in 2013,
up strongly from 13.7 million in 2012 and
representing 1.1 percent of all households
globally. The U.S. had the highest number of
millionaire households (7.1 million), as well
as the highest number of new millionaires
(1.1 million). (See Exhibit 4.) Robust wealth
creation in China was reflected by its rise in
millionaire households from 1.5 million in

2012 to 2.4 million in 2013, surpassing Japan.

Indeed, the number of millionaire house-
holds in Japan fell from 1.5 million to 1.2
million, driven by the 15 percent fall in the
yen against the dollar.

The highest density of millionaire households
was in Qatar (175 out of every 1,000 house-
holds), followed by Switzerland (127) and
Singapore (100). The U.S. had the largest
number of billionaires, but the highest densi-
ty of billionaire households was in Hong
Kong (15.3 per million), followed by Switzer-
land (8.5 per million).

Wealth held by all segments above $1 million
is projected to grow by at least 7.7 percent

per year through 2018, compared with an
average of 3.7 percent per year in segments
below $1 million. Ultra-high-net-worth
(UHNW) households, those with $100 million
or more, held $8.4 trillion in wealth in 2013
(5.5 percent of the global total), an increase of
19.7 percent over 2012. At an expected CAGR
of 9.1 percent over the next five years, UHNW
households are projected to hold $13.0 trillion
in wealth (6.5 percent of the total) by the end
of 2018.

Wealth managers must develop winning cli-
ent-acquisition strategies and differentiated,
segment-specific value propositions in order
to succeed with HNW and UHNW clients and
meet their ever-increasing needs.

Regional Variation

Strong equity markets helped countries in the
old world, which have large existing asset
bases, to match the rapid growth in assets in

EXHIBIT 4 | The United States, China, and Japan Had the Most Millionaires in 2013

Millionaire households (mor(laJ m:r}hﬁgbnﬁ:{m%ﬁ?.f l;ﬁya‘:\g glgzrslgig(:l\?v:alth)
Proportion of
Number of millionaire Proportion of millionaire Number of UHNW households
households (thousands) households (%) UHNW households (per 100,000 households)
2013 2013 2013 2013

1 (@) United States 7,135 | (1) Qatar 17.5| (1) United States 4,754 (1) Hong Kong 16.8
2 (2) China 2,378 | (2) Switzerland 12.7 | (2) United Kingdom 1,044 | (2) Switzerland 11.3
3 (3 Japan 1,240 | (3) Singapore 10.0 | (4) China 983 (3) Austria 9.3
4 (4 United Kingdom 513 | (4) Hong Kong 9.6 | (3) Germany 881 | (4) Norway 8.3
5 (6) Switzerland 435 | (5) Kuwait 9.0 (5 Russia 536 | (5) Singapore 7.4
6 (5 Germany 386 | (6) Bahrain 59| (6) France 472 (6) Qatar 7.1
7 (7) Canada 384 | (7) United States 59| (7) Canada 465 (7) Kuwait 4.5
8 (8 Taiwan 329 | (8) Israel 4.6 | (8 Hong Kong 417 | (9) New Zealand 4.1
9 (9 Italy 281 | (9) Taiwan 4.2 | (9) Switzerland 388 | (8) Belgium 4.1
10 (10) France 274 [ (10) Oman 3.7 | (10) Iltaly 374 | (12) United States 3.9
11 (11) Hong Kong 238 [(11) Belgium 3.4 | (11) Austria 344 | (11) United Kingdom 3.9
12 (12) Netherlands 221 |(12) UAE 3.3 | (12) Turkey 288 | (10) Israel 3.7
13 (13) Russia 213 |(13) Saudi Arabia 3.1| (13) India 284 |(16) Bahrain 3.7
14 (14) Australia 195 |(14) Netherlands 3.0 | (14) Australia 236 |(15) Canada 3.5
15 (16) India 175 |(15) Canada 2.9 | (16) Brazil 227 |(@3) Ireland 3.4

Source: BCG Global Wealth Market-Sizing Database, 2014.
Note: UAE is United Arab Emirates. Numbers in parentheses are 2012 rankings, determined on the basis of year-end 2013 exchange rates to
exclude the effect of currency fluctuations.
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the new world, which relies more on new
wealth creation spurred by GDP growth and
high savings rates. For example, private
wealth grew by double digits in the U.S. and
Australia, while some emerging markets, such
as Brazil, showed substantially weaker
growth. China will continue to consolidate

its position as the second-wealthiest nation,
after the U.S. (See Exhibit 5.)

North America.? Private wealth in North
America rose by 15.6 percent in 2013 to

$50.3 trillion, driven by the strong growth of
wealth held in equities and moderate nomi-
nal GDP growth of 3.5 percent. Wealth grew
by 16.3 percent in the U.S., while growth in
Canada was considerably slower at 8.4
percent owing to weaker stock-market returns
and a lower share of directly held equities.

The amount of wealth held in equities in
North America grew by a robust 29.1 per-
cent, compared with increases of 3.6 percent
for bonds and 5.1 percent for cash and
deposits. The strong performance of stocks
was achieved despite worries about the so-
called fiscal cliff at the beginning of the
year and the tapering in quantitative easing
toward the end of the year. Positive factors
included an improving job market in the
U.S. and a stabilizing economic outlook in
Europe.

With a projected CAGR of 3.3 percent, pri-
vate wealth in North America will reach

an estimated $59.1 trillion by the end of
2018. The majority of this growth will come
from existing assets rather than from new
wealth.

EXHIBIT 5 | China Will Continue to Consolidate Its Position As the Second-Wealthiest Nation

Projected rank in 2018 (Rank in 2013/Rank in 2008)

| 46

| 54

| 40 <—@

1 (1/1) United States

2 (2/4) China 22
3 (3/2) Japan Ellfﬁ

4 (5/3) Germany 579

5 (4/5) United Kingdom E—lsg

6 (6/6) France —15,

7 (15/17) India %
8 (U7 Italy EL"‘S

9 (8/8) Canada 545

10 (9/9) Australia Els 4

11 (17/18) Russia i—zl

12 (10/10) Netherlands

=F

13 (11/11) Taiwan 3 3
14 (14/15) Hong Kong %23
15 (12/13) Switzerland EIZB
0 20
Q Total change [ ] 2013 [] 2018

40 60
Private financial wealth ($trillions)

Source: BCG Global Wealth Market-Sizing Database, 2014.

Note: The 2008, 2013, and 2018 rankings are determined on the basis of year-end 2013 exchange rates to exclude the effect of currency
fluctuations. Calculations for 2008 and 2018 are based on the same methodology used for the 2013 calculations. All numbers are rounded.

Percentage changes are based on complete, not rounded, numbers.
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Western Europe.? Private wealth in Western
Europe rose by 5.2 percent to $37.9 trillion in
2013, the subpar performance partly reflect-
ing low GDP growth. The amount of wealth
held in equities rose by 17.1 percent, com-
pared with 2.3 percent for cash and deposits
and a decline of 3.1 percent in bonds.

The extent of economic recovery in Western
Europe varied across the region. Some coun-
tries outside the euro zone showed signs of
steady recovery, with good-to-moderate nomi-
nal GDP growth rates (3.5 percent in the U.K.,
2.5 percent in Sweden, and 1.9 percent in
Switzerland). However, except for Germany
(2.3 percent), GDP growth in the euro zone
remained hindered by the lingering down-
turn, illustrated by France (1.2 percent), Italy
(-1.0 percent) and Spain (-0.1 percent).

Since stocks in all major markets performed
strongly, growth in private wealth was highest
in countries with a relatively high share of eq-
uity allocation. These included Switzerland
(wealth growth of 10.4 percent, equity share
of 38.4 percent) and the U.K. (wealth growth
of 8.1 percent, equity share of 49.3 percent).
Switzerland also remained a top destination
for wealth booked offshore. (See the sidebar
“Trends in Offshore Banking.”) Countries with
lower equity allocations benefited less from
stock market rallies. These included France
(wealth growth of 5.5 percent, equity share of
23.0 percent) and Italy (wealth growth of 0.7
percent, equity share of 9.5 percent).

Equities continued to perform positively
after the European Central Bank pledged to
do “whatever it takes” to save the euro and

TRENDS IN OFFSHORE BANKING

Private wealth booked across borders
reached $8.9 trillion in 2013, an increase
of 10.4 percent over 2012 but below the
increase in total global private wealth of
14.6 percent. As a result, the share of
offshore wealth declined slightly from
6.1 percent to 5.9 percent.

Offshore wealth is projected to grow at

a solid CAGR of 6.8 percent to reach

$12.4 trillion by the end of 2018. The
offshore model will continue to thrive
because wealth management clients—
particularly in the high-net-worth (HNW)
segment, with at least $1 million in wealth,
and in the ultra-high-net-worth (UHNW)
segment, with at least $100 million—will
continue to leverage the differentiated value
propositions that offshore centers provide.
These include access to innovative products,
highly professional investment and client-
relationship teams, and security (most
relevant for emerging markets). Indeed, the
latest tensions between Russia and Ukraine,
as well as the escalated conflict in Syria, have
highlighted the need for domiciles that offer
high levels of political and economic stability.

In 2013, Switzerland remained the leading
offshore booking center with $2.3 trillion in

assets, representing 26 percent of global
offshore assets. (See the accompanying
exhibit.) However, the country remains
under heavy pressure because of its signif-
icant exposure to assets originating in
developed economies—some of which are
expected to be repatriated following govern-
ment actions to minimize tax evasion.

In the long run, Switzerland’s position as
the world’s largest offshore center is being
challenged by the rise of Singapore and
Hong Kong, which currently account for
about 16 percent of global offshore assets
and benefit strongly from the ongoing
creation of new wealth in the region. Assets
booked in Singapore and Hong Kong are
projected to grow at CAGRs of 10.2 percent
and 11.3 percent, respectively, through
2018, and are expected to account collec-
tively for 20 percent of global offshore
assets at that point in time.

Overall, repatriation flows back to Western
Europe and North America, in line with the
implementation of stricter tax regulations,
will continue to put pressure on many
offshore booking domiciles. Reacting to
these developments, private banks have
started to revisit their international

THE BOSTON CONSULTING GROUP ‘ 9



launched the Outright Monetary Transac-
tions (OMT) program in the second half of
2012. With a projected CAGR of 3.3 percent,
private wealth in Western Europe will grow
to an estimated $44.6 trillion by the end

of 2018.

Eastern Europe.* Private wealth in Eastern
Europe rose by 17.2 percent to $2.7 trillion in
2013. The strong performance was driven by
growth of 21.9 percent in Russia, where
wealth held in equities returned 22.6 percent,
boosted by international rather than local

TRENDS IN OFFSHORE BANKING

(continued)

wealth-management portfolios. Some have
acquired businesses from competitors—
through either asset or share deals—while
others have decided to abandon selected
markets or to serve only the top end of
HNW and UHNW clients. The goal is to exit
subscale activities in many of their booking
centers and markets, and in so doing to
reduce complexity in their business and
operating models.

Nonetheless, players that have decided to
leave selected markets have not always
obtained the results they hoped for. An

alternative and potentially more effective
course of action—one already embraced by
some leading players—would be to estab-
lish an “international” or “small markets”
desk that addresses all non-core markets.

The key to success is to clearly differentiate
products and service levels by market and
client segment. For core growth markets,
full-service offerings that include segment-
tailored products (including optimal tax
treatment) should be featured. All other
markets (and client segments) should be
limited to standard offerings.

Switzerland Was the Top Destination for Offshore Wealth in 2013

Origins of offshore wealth,
2013 ($trillions)

Western Europe

Asia-Pacific*
Middle East :l 17
and Africa
Latin America 11
North America 0.8

Eastern Europe :I 0.3

Total 8.9
——>» Primary destination

Source: BCG Global Wealth Market-Sizing Database, 2014.

| 26——> Switzerland

Destinations of offshore wealth,
2013 ($trillions)

23

Hong Kong &
Singapore

1.4
Caribbean &
Panama 1.2
Channel Islands 11
& Dublin .
1.0

United Kingdom

United States 0.7
Other? 0.7
Luxembourg 0.6

Total 8.9

Note: Discrepancies in totals reflect rounding. Offshore wealth is defined as assets booked in a country where the

investor has no legal residence or tax domicile.
!Including Japan.
%Includes Dubai and Monaco.
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stocks. This trend offset relatively weak
nominal GDP growth of 6.7 percent (com-
pared with 12.3 percent in 2012). As in other
regions, the amount of wealth held in equi-
ties grew the strongest, rising by 22.2 percent
compared with 12.3 percent for bonds and
16.0 percent for cash and deposits.

Private wealth grew at a slower rate in the
more central European countries, such as
Poland (9.8 percent), the Czech Republic
(4.4 percent), and Hungary (3.6 percent).

With a projected CAGR of 10.7 percent, the
highest rate of all the regions, private wealth
in Eastern Europe will grow to an estimated
$4.5 trillion by the end of 2018. This forecast
assumes that the current tensions between
Russia and Ukraine will be resolved peaceful-
ly in 2014.

Asia-Pacific (excluding Japan).’ Private wealth
in Asia-Pacific (excluding Japan) rose by

30.5 percent to $37.0 trillion in 2013. Strong
nominal GDP growth in both China (9.6 per-
cent) and India (14.2 percent) as well as high
savings rates in those countries—16.8 per-
cent and 19.2 percent of GDP, respectively—
were the principal drivers. The amount of
wealth held in equities gained 48.0 percent,
compared with 30.4 percent for bonds and
21.3 percent for cash and deposits.

For China, the remarkable 49.2 percent
growth in private wealth was driven mainly
by products such as PRC trusts (up 81.5
percent), reflecting the country’s rapidly
expanding shadow-banking sector. Stock
markets in China posted below-average
performance, however, falling by 6.8 percent.
This decline was influenced by increasing
concerns about the country’s economic
outlook after the government announced that
it would accept lower growth rates to make
its economic model more balanced and
sustainable.

With a projected CAGR of 10.5 percent, pri-
vate wealth in the overall region will expand
to an estimated $61.0 trillion by the end of
2018. At this pace, the region is expected to
overtake Western Europe as the second-
wealthiest region in 2014, and North America
as the wealthiest in 2018.

Japan. At constant exchange rates, private
wealth in Japan rose by a modest 4.8 percent
to $15.0 trillion in 2013. If the weakening yen
is taken into account, however, private wealth
in U.S. dollars was lower in Japan in 2013
than in 2012. That said, the weaker yen
supported the Japanese export sector and led
to an increase in nominal GDP growth from
0.5 percent in 2012 to 1.0 percent in 2013.

Japanese stock markets continued to perform
extremely well, gaining 55.1 percent in 2013,
spurred by the generally positive outlook for
equities globally, the yen depreciation, and
fiscal stimulus programs initiated by the gov-
ernment to fight deflation.

Asia-Pacific (ex Japan) 1s ex-
pected to be the second-
wealthest region 1n 2014, and
the wealthiest 1n 2018.

The amount of private wealth held in equi-
ties grew by 16.3 percent, compared with

1.8 percent for cash and deposits and a fall of
11.4 percent for bonds (continuing a down-
ward trend). With a projected CAGR of

1.2 percent, the lowest rate of all the regions,
private wealth in Japan will grow to an esti-
mated $15.9 trillion by the end of 2018.

Latin America.® At constant exchange rates,
private wealth in Latin America continued to
achieve double-digit growth in 2013, rising by
11.1 percent to $3.9 trillion. However, taking
into account the currency devaluations in
many Latin American countries—such as
Brazil (down 13 percent), Argentina (down
37 percent), and Chile (down 9 percent)—
private wealth in the region declined in 2013.

Below-average growth was observed in the
larger countries in the region. Private wealth
rose by 10.7 percent in Mexico and 5.6 per-
cent in Brazil (where it was up 14.1 percent
in 2012), driven by a weakening of local bond
and stock markets.

Regionwide, riding developments in other
regions, the amount of private wealth held

THE BOSTON CONSULTING GROUP | 11



in equities rose strongly by 19.6 percent,
compared with 9.4 percent for bonds and
10.4 percent for cash and deposits. There
were significant differences between the
changes in onshore wealth (up 7.1 percent)
and offshore wealth (up 23.5 percent)—
attributable mainly to net inflows from coun-
tries such as Argentina and Venezuela and
attractive returns from offshore investments.

With a projected CAGR of 8.8 percent, pri-
vate wealth in Latin America will reach an
estimated $5.9 trillion by the end of 2018.

Middle East and Africa.” Despite remaining
tensions following the Arab Spring and the
escalation of the conflict in Syria, private
wealth in the MEA region increased by

11.6 percent to reach $5.2 trillion in 2013.
Key drivers were generally high savings rates
and continued strong nominal GDP growth
in oil-rich countries, such as Saudi Arabia
(13.4 percent), Kuwait (13.6 percent), and the
United Arab Emirates (12.8 percent).

As in all other regions, equities were the
strongest contributor. The amount of wealth
held in equities rose by 30.5 percent across
major MEA markets, compared with 6.4 per-
cent for bonds and 5.7 percent for cash and
deposits. With a projected CAGR of 6.5 per-
cent, private wealth in the region will reach
an estimated $7.2 trillion by the end of 2018.

12 | RIDING A WAVE OF GROWTH

NOTES

1. Private financial wealth includes cash and deposits,
money market funds, and listed securities held either
directly or indirectly through managed investments or
life and pension assets, and other onshore and offshore
assets. It excludes investors’ own businesses, any real
estate, and luxury goods. Global wealth reflects total
financial assets across all households. Unless stated
otherwise, wealth figures and percentage changes are
based on local totals that were converted to U.S. dollars
using year-end 2013 exchange rates for all years in
order to exclude the effect of fluctuating exchange rates.
2. United States and Canada.

3. Germany, France, United Kingdom, Ireland, Italy,
Spain, Portugal, Switzerland, Austria, Netherlands,
Belgium, Norway, Sweden, Finland, Denmark, and
Greece.

4. Russia, Poland, Czech Republic, Hungary, and
Slovakia.

5. Taiwan, China, Australia, South Korea, Hong Kong,
India, Singapore, Indonesia, Thailand, Malaysia, New
Zealand, Philippines, and Pakistan.

6. Mexico, Brazil, Venezuela, Colombia, Argentina, Chile,
Peru, and Uruguay.

7.Saudi Arabia, United Arab Emirates, Israel, Turkey,
South Africa, Kuwait, Iran, Egypt, Algeria, Qatar, Oman,
Morocco, Lebanon, Bahrain, Tunisia, Syria, Yemen, and
Jordan.



WEALTH MANAGER
BENCHMARKING

N ORDER TO UNDERSTAND how wealth

managers fared in 2013, BCG benchmarked
the performance of more than 130 institu-
tions—either pure private banks or wealth
management units of large universal-banking
groups—from Western Europe, Eastern
Europe, Asia-Pacific, North America, and Latin
America. Our analysis focused on the most
meaningful levers in private banking: assets
under management (AuM), revenues, and
costs. We also examined relationship manager
(RM) performance, as well as other aspects of
the industry, such as RM compensation.

Revenue growth and ROA
results demonstrated a shift
toward fee-based pricing.

AuM Growth. Wealth managers globally had
another year of outstanding growth in 2013,
with AuM rising by 11 percent. This perfor-
mance, which followed AuM growth of 13
percent in 2012, was driven mainly by asset
appreciation owing to rising equity markets.
Net new assets (NNA) represented only

4 percentage points of global AuM growth.

The Asia-Pacific region accounted for the
strongest growth (24 percent), with NNA of
10 percent. (See Exhibit 6.) NNA made up

STRONG GROWTH CONTINUES

less than half of total AuM growth in most
other regions as well, the exception being
Latin America, which showed AuM growth of
13 percent based entirely on NNA growth.
The trend in Latin America was attributable
to double-digit declines in stock market pric-
es across the region.

Clearly, most wealth managers sailed with
favorable winds in 2013, as global equity
markets rose by 20.6 percent on average.
Equities made up nearly 30 percent of the
average investor’s portfolio.

Revenue Growth and Return on Assets
(ROA). The tailwind on the asset side also led
to a global revenue increase of 8 percent for
wealth managers, stronger than the 5 percent
and 7 percent increases achieved in 2012 and
2011, respectively. The largest increase was in
fees, which rose by 10 percent, with commis-
sions expanding by 5 percent and net interest
income falling by 7 percent. These results
demonstrated a slight shift toward fee-based
pricing, which is expected to gain momentum
in the coming years because of regulatory
imperatives.

Booming equity markets in many regions
shifted AuM toward this asset class. The share
of directly held equities rose by 5 percent
globally, while the share of cash and deposits
increased by only 3 percent and the share of
directly held bonds decreased by 12 percent.
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EXHIBIT 6 | KPIs Indicate Strong Asset Growth but Only Slight Improvements in Productivity
and Efficiency

Growth

Change in
AuM (%)

Net new
assets® (%)

Productivity

ROA*
(basis points)

Revenue per
RM ($millions)

Efficiency

Cost-to-income
ratio® (%)

Pretax profit
margin®
(basis points)

European European
offshore onshore Asia-Pacific
institutions? institutions institutions?

2011 2012 2013 2011 2012 2013 2011 2012 2013

North American
brokers

2011 2012 2013

North American
banks

Latin American
institutions

2011 2012 2013 2011 2012 2013

23 24 18
9 9 10 g 9 13 s 1 17 5 10
-2 =3
6 10 12 10 g 13
e _ 4 2 3 il e T T Y o 3 “ 1 0o 3
-4
94 92 91 90 93 92

%76 74 75 |65 67 67 %80 71 67 |68 70 68 |73 80 77 |83 83 80

23 25 25 |27 27 28 |15 20

19 $23 23
o )

202 26 24 24 14 15 15

Source: BCG Wealth-Manager Performance Databases, 2012-2014.
Note: This analysis is based in U.S. dollars for all institutions. AuM is assets under management. Averages are weighted by CAL (client assets and
liabilities). Figures for 2011 and 2012 may deviate from previous reports because the sample has changed. All numbers are rounded.

*Primarily private banks from Switzerland and Luxembourg.
2Excluding Japanese institutions.

*Relative to year-end 2012 AuM.

“Revenues divided by yearly average CAL.

SCost-to-income ratios of large institutions are likely to be understated because these institutions often do not fully allocate costs to their private-

banking operations.

SRevenues less total costs from private banking, divided by average CAL.

The share of discretionary mandates re-
mained stable at 21 percent in 2013, although
there was wide variation by region, indicating
that not all business models enjoyed the
same level of investor confidence. For exam-
ple, European onshore banks increased their
share of discretionary mandates from 27 per-
cent to 30 percent. But Asia-Pacific wealth
managers, on average, merely maintained
their traditionally small share at 5 percent,
although certain players managed to reach
discretionary shares of 10 percent or higher.

Despite positive developments on the asset
allocation front, most wealth managers’ ROA
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took a dip, owing mainly to revenue growth
lagging behind the increase in AuM. Average
ROA dropped by 5 basis points in Asia-Pacific
and 3 basis points in Latin American markets,
while other regions posted an average ROA
decline of just 1 basis point. Only European
onshore banks were able to increase ROA.

Costs and Efficiency. Asset growth and corre-
sponding revenue increases have taken some
pressure off the cost side for wealth managers.
Nonetheless, the cost levels of private banks
remained high in 2013, with only a few players
able to achieve a reduction. If equity markets
lose their momentum for any length of time,



pressure will rise again—putting some players
under duress. Globally, cost-to-income ratios
decreased from 74 percent to 70 percent in
2013. Particularly in Asia-Pacific, players were
able to benefit from significant asset apprecia-
tion to lower their cost-to-income ratios to an
average of 67 percent, below the global
average (and reversing the trend of recent
years). North American brokerage houses
continued to have the most cost-intensive
wealth-management model, owing to their
high level of compensation for RMs.

While improved cost-to-income efficiency has
given many wealth managers some room to
breathe, overall costs still rose by 3.5 percent
on a global level. In fact, from the end of
2010 through the end of 2013, the overall

rise in costs (15 percent) has been just slight-
ly lower than the overall rise in revenues

(19 percent). Not surprisingly, the largest cost
increase over this period was in legal, compli-
ance, and risk management costs (32 per-
cent), closely followed by asset and product
management costs (30 percent). (See Exhibit
7.) In absolute terms, the largest chunk of the
increase came from sales and front office
costs. Interestingly, costs rose in every func-
tion except marketing and communications,
where they declined by nearly 20 percent.

These costs currently account for only 2 per-
cent of total costs.

North American brokers
continued to have the most
cost-intensive model.

Although investment in the sales and front
office function increased on a global level,
wealth managers in European offshore cen-
ters slashed frontline staff to help contain
costs, cutting the number of RMs by 7 percent
in 2013, compared with a year earlier. (See
Exhibit 8.) At the same time, remuneration as
a percentage of revenue fell to 13 percent for
these institutions, down from 15 percent. By
contrast, wealth managers in the Asia-Pacific
region increased their number of RMs by

21 percent in order to handle increasing asset
volumes. Still, RM remuneration of 16 per-
cent of revenues in Asia-Pacific—the same as
for European onshore institutions—remained
below the global average of 25 percent.

RM Performance. RM performance can most
easily be measured by the ability to acquire

EXHIBIT 7 | Since 2010, Wealth Managers’ Costs Have Increased in Nearly Every Function

Change in total costs, 2010-2013 (%)
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0
-20
-19
Legal, Asset & Sales and Accounting, Other central Human Operations Communications
compliance, product front-related finance, functions resources &IT & marketing
& risk management services & control (including
management restructuring)

Share of total cost in 2013

Source: BCG Wealth-Manager Performance Databases, 2011-2014.
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EXHIBIT 8 | Globally, the Share of RM Payout Is Decreasing, Although RM Head Counts Are

Moderately |

ncreasing

RM compensation as a share of revenues,
2012 and 2013 (%)

50
40
30
20
10
0
Change in
number of RMs,
2012-2013
[ ] 2012

42 41
26 5
23 22
18
15 16 15 16
13
10 11
European European Asia-Pacific Latin North North Global
offshore onshore institutions American American American
institutions institutions institutions banks brokers
—7% 0% 21% 7% 3% 0% 6%
[ ] 2013

Source: BCG Wealth-Manager Performance Database, 2014.

new clients and to generate revenues from
the client book. In 2013, there were signif-
icant differences by region in both NNA per
RM and revenue per RM. While the global
average of NNA per RM was $7.3 million,

the average RM in Latin America, the region
with the strongest acquisition power, was able
to gather $17.9 million. North American
brokers and European onshore institutions
were the lowest-performing regions with
NNA of $3.6 million and $4.9 million per RM,
respectively.

As for revenues, both European offshore in-
stitutions and North American banks posted
the highest average per RM at $2.6 million,
well above the global average of $1.7 million.

Revenue per RM is a function of client assets
and liabilities (CAL) per RM as well as reve-
nue margins. Because both measures are af-
fected by client size, a breakdown by client
wealth segments provides some interesting
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insights. For example, although many RMs
have a mix of client segments—and while
some regional variation exists—RMs manag-
ing assets solely for the affluent segment (cli-
ents with AuM of $500,000 to $1 million) can
be expected to manage total CAL of between
$150 million and $250 million. For HNW cli-
ents (those with AuM greater than $1 mil-
lion), CAL per RM rises to between $250 mil-
lion and $350 million. And for RMs managing
assets solely for upper-HNW segments (cli-
ents with AuM surpassing $10 million), CAL
per RM can rise to $600 million.

Globally, revenue margins in 2013 were 107
basis points for the affluent segment, 81 basis
points for the HNW segment, and 44 basis
points for the upper-HNW segments.

Key Recommendations. Wealth managers’
efforts toward reducing costs and raising
efficiency have been commendable. But these
initiatives require a continued strong focus,



because the asset appreciation witnessed
over the past two years is expected to slow
down eventually. Indeed, despite overall
improvement in cost-to-income ratios, the
cost increase seen over the past few years
should signal a call to action.

In addition, with new wealth continuing to be
a significant factor (representing 22 percent
of total wealth creation in 2013), wealth man-
agers need to strengthen their asset-gathering
capabilities. They must gear their organiza-
tions toward capturing newly created wealth,
not just riding the asset-appreciation wave or
attempting to gain market share from other
players.

The most promising strategies continue to be
the following:

e (Clearly defining the target client seg-
ment(s) on a number of dimensions,
including overall wealth (size and source),
region, age, gender, and financial behav-
ior—and crafting a tailored offering

Streamlining operational complexity,
product portfolios, and processes

Managing talent within a well-structured
framework, tightly aligned with target
outcomes

Embracing digital technology to signifi-
cantly enhance the client experience (as
we discuss in the next section)

Transforming business and operating
models to address the new realities of the
wealth management industry (as we
explore in the final section).
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D IGITAL TECHNOLOGIES ARE TRANSFORM-
ING just about everyone’s personal and
professional lives. Wealth management
clients are no different, and they expect the
experts managing their wealth to be on the
cutting edge of change. Yet this change is
developing slowly.

Of course, digital technology has already
enabled capabilities that even one generation
ago would have been unthinkable. The rapid
evolution of mobile technology and the
ubiquity of feature-rich “smart” devices
increasingly allow clients to interact with
their wealth managers anytime and from
anywhere. Cloud computing provides on-
demand, real-time access to unprecedented
computer power and storage capacity,
permitting complex transaction processing
for all clients. Big-data applications enhance
the ability of wealth managers to capture,
analyze, and interpret vast amounts of data—
including information related to the behavior
and preferences of both existing and
prospective clients—and to leverage the
knowledge they gain to create highly
customized solutions and advice. On the
client side, social-media platforms such as
Facebook and Twitter—as well as private
groups and forums—foster the instant
dissemination of ideas and allow large groups
of likeminded individuals to connect and
discuss market developments and investment
options.
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THE DIGITAL DILEMMA

In our view, the continuing development and
adoption of digital communication will re-
shape the way products, services, and advice
are provided to wealth management clients. In-
deed, although the traditional private-banking
relationship will continue to emphasize face-to-
face contact and the sense of trust that such
contact engenders, technology will radically re-
define and enhance that relationship. In so do-
ing, technology can also change the dynamics
of what constitutes competitive advantage.

For example, digital technology can enable
rapid, intuitive, round-the-clock navigation
through financial situations, including deep
exploration of individual positions, risk expo-
sures, and asset performance in real time. In-
stant access to individualized research, news,
and product-related information—combined
with tailored simulations—can help guide
wealth managers and their clients toward the
best course of action and the right solution
for a multitude of situations. The capability
for seamless, instant interaction among rela-
tionship managers and product specialists
through tablets or smartphones to discuss in-
vestment opportunities can become the norm.

Such a scenario sounds very promising for all
stakeholders. Yet change is coming more slowly
to wealth management than to other indus-
tries, with many players unable to leverage dig-
ital technologies in a way that truly enhances
their offering. (See Exhibit 9.) According to our



benchmarking survey, digital services are still
predominantly Web-based. Although the use of
tablets and smartphones is picking up, another
two to three years will likely pass before these
devices reach the same high level of trust and
usage among wealth management clients that
other Web-based digital services enjoy.

Moreover, while access to portfolio and ac-
count information (including relevant re-
search and market data), payment functional-
ity, and the ability to trade are commonly
offered to wealth management clients, so-
phisticated functionalities that make use of
big data and advanced computing power—

such as personalized portfolio monitoring,
simulations, and identification of investment
opportunities—are far from typical.

Least developed in most wealth managers’
digital offering is communication
functionality, which constitutes the natural
bridge between digital services and the
traditional means of providing advice. For
example, few banks enable video interactions
between clients and RMs or send relevant
alerts to clients. Such alerts can empower
clients to act instantly on events that affect
their portfolios, such as the downgrade of a
particular stock by the wealth manager’s

EXHIBIT 9 | Clients’ Digital Demand Has Reached the Heart of Wealth Managers’ Value Chains

Share of wealth managers that offer, and clients who demand, various functions
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research experts. Still fewer allow for
community interactions such as advice-
sharing or following the investment strategies
and portfolio compositions of peers. On
average, only 1 to 2 percent of any wealth
manager’s employees are dedicated to
managing digital interfaces. Many banks have
no dedicated resources at all, indicating a
hesitation to invest in this area.

Efforts are also quite meager in the broader
social-media arena. Only 30 percent of survey
respondents offered at least one social-media
function specific to wealth management. The
most frequently used social-media functions
are rather static RM profiles on professional
networks such as LinkedIn, as well as basic
company information on platforms such as
YouTube. Commenting functions and advisor-
and expert-generated content, which comes
closest to offering genuine investment
expertise, are among the least common
features, with only 2 percent and 5 percent of
respondents providing these services,
respectively.

Our findings clearly demonstrate that no win-
ning model has yet emerged for digital tech-
nology in the wealth management industry.
Although digital solutions have gained mo-
mentum with some wealth managers, to date
these solutions have merely enriched or sup-
ported aspects of traditional online or mobile
offerings, rather than delivering a well-
defined, coherent value proposition that re-
shapes the way wealth management services
will be provided in the future.

With the stakes as high as they are, now is the
time for wealth managers to take action on
developing sophisticated digital capabilities.
Client expectations will continue to rise, and
digital communication will increasingly be-
come dominant in everyday life. Early mov-
ers that best balance traditional, relation-
ship-led wealth management with intuitive,
simple-to-use digital products and services
will gain an unparalleled competitive advan-
tage over the next few years. A few leading
players have already started reconsidering
their digital value propositions and service
models and have unlocked significant invest-
ment budgets. Ultimately, taking a wait-and-
see approach is not a viable option.
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In order to compete in the digital race, we see
the following imperatives for wealth managers:

e Define a clear ambition. Define your vision,
objectives, target segments, and digital
value proposition before taking hard
action. Doing so will ensure crucial and
often lacking alignment with internal
stakeholders (such as the front office and
project teams) and with external stake-
holders (such as regulators).

e Identify a primary focus. Concentrate on a
few simple, high-value client journeys across
channels. Trying to provide too many
pathways and functions, especially at the
outset, increases both complexity and costs.

e Build a compelling client experience. Start
with an intuitive functionality that
enables a unique user experience. Keep-
ing things easy and actionable at the
outset will help drive adoption and
advocacy. Resist the temptation to try to
bring the full breadth of sophisticated RM
tools to all digital channels.

e Test and refine continuously. Early on, achieve
thorough and rapid prototyping that
involves continuous iterations with both the
front office and clients. This approach will
help refine and shape the digital offering
and maximize its overall effectiveness.

e Establish operational readiness. Ensure a
clear perspective on the operational and
policy implications of digital banking.
This will help you efficiently address
time-consuming and complex fine-tuning
well ahead of your launch date.

e Drive rigorous change management. Trans-
form your institution into a “digital
organization” that features strong commit-
ment from senior management, rigid
prioritization, agile solution development,
and proactive alignment with all parts of
the company.

e Enable RMs with digital tools. Ensure that
the RM value proposition is enhanced
through digital technology.



FINDING THE OPTIMAL
BUSINESS MODEL

EALTH MANAGERS GLOBALLY embrace a

host of different business models in
pursuit of profitable growth. And although
many players have an international presence
regardless of their home market, their
perspective on the optimal business model
can vary by region, as we explore below.

The United States

Wealth management business models in the
United States (and Canada) have been con-
verging, but they continue to have differentiat-
ing features. A few hybrid firms are emerging
that combine attributes of different models,
particularly with respect to the offering and
service model for the sizable HNW segment.

Essentially, there are five core models in prac-
tice in the United States: retail banks, online
brokerages, registered investment advisors,
full-service brokerages, and pure private
banks.

Retail Banks. These institutions focus primar-
ily on the mass affluent segment, relying on
their branch footprint for customer acquisi-
tion. They generally provide a highly stan-
dardized product and service offering, with
lead products such as enhanced deposit
accounts and mutual funds. These models
tend to be brokerage driven, with some
face-to-face financial advisory available inside
the retail banking branch.

We have observed a renewed effort by a
number of retail banks using this model to
increase their share of wallet among mass
affluent customers. Some have even created
dedicated suites within branches to create a
distinctive service experience for such clients.
Yet despite obvious cross-selling opportuni-
ties, most players have struggled to effective-
ly combine retail banking and wealth man-
agement, and many of these efforts have
failed to achieve the hoped-for results. Those
institutions that have succeeded have typical-
ly started with a clear alignment between the
retail bank and the wealth management busi-
ness, and have figured out how to get the
teaming right between bankers and financial
advisors. They have also gotten incentives
right (to drive referrals), forged effective
training programs to develop talent from
within, and leveraged low-cost channels to
serve less-profitable clients.

Online Brokerages. Institutions embracing
this business model also focus primarily on
the mass affluent segment, although many
are scratching their way up toward the lower
end of the HNW segment. These players,
which include fully integrated 401(k) record-
keepers and asset-management firms, have
enjoyed significant success in capturing the
mass affluent IRA rollover market. They
typically offer light levels of advisory and
financial planning over the phone, with some
branch-based consultation. They have also
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raised the bar for customer expectations by
providing 24/7 service, and have been widely
successful in capturing assets and taking
share from traditional brokerages. They have
built a threat to traditional private banks by
aggressively adding capabilities and advisor
resources in order to provide customized
service as the assets and financial needs of
their clients evolve. Of course, effective mass
marketing that creates a strong brand is
critical for success with this business model.

Registered Investment Advisors (RIAs). These
often-niche firms concentrate on the mass
affluent and HNW segments and constitute
the fastest-growing wealth-management
business model in the U.S. Such players
depend heavily on referrals. They also put
great emphasis on establishing both deep
client relationships and a strong presence in
local communities. A distinctive feature is
their fiduciary standard of customer care (as
opposed to a suitability standard). Their
strategy and product offerings tend to be
highly variable, based on the individual firm,
and is typically grounded in customized
investment advice, comprehensive financial
planning, structured portfolios, and asset
allocation. Their revenue model is fee-based,
in line with their fiduciary standards.

RIA firms can come in large and small sizes.
The fastest-growing are the larger ones, which
are putting together an independent proposi-
tion with sophisticated product and technolo-
gy offerings. Some of these firms have man-
aged to bring a number of successful,
high-end brokerage advisors into their fold.
Increasingly, RIAs have commissionable
portions of their books held at traditional
broker/dealers—usually as they transition to
a 100 percent fee-based structure—but also
for certain products that are not optimal in
the fee-based construct.

Full-Service Brokerages. There are many
variations of this model, and the landscape
has shifted more than that of other models
over the past few years. The traditional
notion of a commission-driven, transac-
tion-oriented, sole broker still exists. But this
model has continued to evolve, led primarily
by the four largest brokerages. In addition,
many regional broker/dealers are moving
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closer to a pure private-banking model. They
are placing more emphasis on offering
deeper client relationships (not just invest-
ment advice), comprehensive financial
planning (not just one-time product sales),
and advisor teams with well-defined roles
(not just sole practitioners). They are also
improving their client-segmentation efforts,
creating more diversified advisory forces (in
terms of age, gender, and ethnicity), and
trying to achieve a standardized and
well-managed client experience.

Full-service brokers still strug-
gle to achieve the economics
of a private-banking model.

As this model has developed, banking prod-
ucts have been more commonly offered, such
as those related to specialized lending needs.
New focus has been placed on fee-based bill-
ing arrangements as well as on discretionary
client mandates. Increasingly with this model,
we are seeing a blurring of the fiduciary stan-
dard and the suitability standard—a conver-
gence we expect to continue.

Currently, full-service brokerages are still
struggling to achieve the economics of a
traditional private-banking model. Payout
ratios of higher than 40 percent are common,
and “the grid” still drives compensation for
advisors. Further, despite major efforts to
broaden and deepen customer relationships,
the primary client link is with the advisor, not
the firm. These players thus continue to be
plagued by a relatively high level of customer
turnover, and advisors are still able to take a
majority of their clients with them if they
move to a new firm. Some are placing a re-
newed focus on leveraging technology to pro-
vide better, more frequent service to clients
in order to keep pace with online brokers.

Pure Private Banks. The private-banking
model, while small in the U.S., is slowly
gaining share. These models, which vary in
focus—from squarely on the HNW, UHNW, or
family office segments, for example—remain
highly profitable. The model centers on a



holistic relationship that includes links to
other businesses such as capital markets,
commercial banking, or trust offerings.

Traditionally, private-banking models that
are commercial-banking oriented have
struggled to provide credible expertise from
an investing perspective. Their focus has
been more on banking, overall asset
allocation, and intergenerational wealth
transfer. Conversely, private-banking models
that have a strong capital-markets capability
are often perceived to have robust invest-
ment expertise and products—but not the
necessary skills to develop holistic advisory
relationships. As these models develop, we
expect to see some combining of capabilities
aimed at addressing comprehensive client
needs more effectively.

Which of these business models will emerge
as the most promising is still up for debate.
But players in each model will need to refine
their core skills in order to achieve meaning-
ful differentiation.

Asia-Pacific

A key driver in the rise of private wealth in
the Asia-Pacific region has been strong GDP
growth over the past five years, especially in
China, India, and Indonesia. Nonetheless, the
economics for wealth managers have been
challenging for several reasons.

First, virtually all international players have
been vying for a slice of the wealth managed
in offshore centers such as Singapore and
Hong Kong, where competition is particularly
intense. In addition, local commercial banks
have entered the market, notably in the lower
wealth bands (under $5 million), further rais-
ing competitive pressures. Finally, client-
acquisition costs are extremely high, because
RMs with the experience required to attract,
retain, and serve high-value clients are in rela-
tively short supply, driving up compensation.

Yet several trends are reshaping this
landscape. First, the rise of onshore wealth,
driven by in-country GDP growth, is gener-
ating additional pools of wealth that can be
targeted with more attractive economics and
a lower level of competition than in

traditional offshore models. For wealth
managers, the average pretax profitability of
onshore business is nearly double that of
offshore business.

In addition, private wealth is now flowing to
second- and third-generation families and in-
dividuals. This shift is expected to favor a
product mix that is less reliant on transac-
tional capital-markets products and more
centered around longer-term, recurring-fee
products such as funds, discretionary man-
dates, and wealth protection offerings.

Strong GDP growth has been
a key dnver 1n the nse of pn-
vate wealth 1n Asia-Pacific.

Further, wealth managers in the Asia-Pacific
region have developed better collaboration
models with adjacent businesses such as capi-
tal markets, investment banking, and com-
mercial banking. A key consequence has been
far greater opportunity to expand relation-
ships with HNW and UHNW clients into
other lines of business, thereby spreading the
costs of acquisition and retention. We have
seen revenues stemming from collaboration
among business lines reach as high as 35 per-
cent of total revenues.

Finally, technology innovations that enable
benefits such as deeper segmentation, data-
driven lead generation and management, and
multichannel integration are paving the way
for business models that foster enhanced RM
productivity and profitability.

These trends will have varying impacts on
the business models currently used to serve
wealth management clients in the Asia-Pacif-
ic region, including the following models:

e [nvestment banks or “one bank” players
that serve UNHW individuals and their
companies on both a personal and
corporate level

e “Independent” private banks that differenti-
ate by providing independent investment
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advice and independent sourcing of
products

e Fund-based advisors that focus on access to
fund products and discretionary portfolio
management as their core value
proposition

e Brokers that are closely connected to
financial markets and that concentrate on
highly transactional flow businesses

e Flow players that create competitive
advantage through collaboration between
the distribution networks of the private
bank and the product creation capabilities
of the investment bank

e Local commercial banks that have advan-
tages on multiple fronts, ranging from
access to a large base of customers to
strong balance-sheet funding capabilities

Local commercial banks are benefiting from
current trends by leveraging several attri-
butes: extensive onshore presence, enabling
privileged access to new sources of wealth;
existing customer relationships in other divi-
sions of the group, permitting lower acquisi-
tion costs; and larger scale, raising the
amount of investment that can be dedicated
to enhancing both productivity and the client
experience.

Conversely, the other wealth-management
models are leveraging their product manufac-
turing, advisory, and execution excellence to
successfully position themselves.

As for which model ultimately will be the big-
gest winner, the jury is still out.

Offshore Europe

As the world’s largest offshore center,
Switzerland must cope with numerous key
industry dynamics. Wealth booked from new-
world markets such as Asia-Pacific, the
Middle East, and Latin America—currently
about one-third of the total in Switzerland—
will continue to grow. Wealth booked from
the old world will continue to decline. And
wealth booked onshore in Switzerland will
grow at a very moderate rate, roughly 2 to
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3 percent per year through 2018. In addition,
regulatory scrutiny of offshore centers—and
of Switzerland in particular, owing to its
history and high profile—shows no signs of
abating.

Of course, all European offshore centers
share some common challenges. Client needs
are ever more diverse and challenging to ad-
dress. Competition is more intense. Trying to
manage multiple service models, each with
its own cost and revenue profile, has become
more difficult than ever. Product proliferation
has not slowed down. Dealing with multiple
booking centers—each with its own client,
product, and regulatory climate—presents
multiple problems. Most offshore private
banks today serve clients in more than 100
markets. In a word, the complexity of the in-
dustry has become a major issue. Reducing
this complexity can provide opportunities for
profitable growth.

Trying to manage multiple
service models has become
more difficult than ever.

To this end, offshore wealth managers in
Europe need to narrow their focus. We see
players exiting subscale, unprofitable booking
centers and trying to develop scale in a few
select markets and regions in which they
serve clients. Overall, the credo should be to
do just a few things, but do them well. Indeed,
successful private banks will focus on fewer
markets and fewer segments within those
markets. There is clear proof that RMs who
focus on a limited number of countries—re-
ducing the number of regulatory regimes and
RM certification requirements that they have
to deal with, and increasing on-the-ground
time in their core markets—generate better
performance in terms of NNA.

Wealth managers need to develop a clear view
on their priority markets. They should catego-
rize them as core-growth, opportunistic, pas-
sively serviced, exit, and the like. Such prioriti-
zation helps players forge highly customized
investment strategies, tailored products, and



deeper overall expertise for key markets, while
maintaining a standardized approach for oth-
ers. As a step toward such prioritization—es-
pecially when making the passively serviced
approach more concrete—some players have
established so-called international or small
markets desks. Indeed, players should not nec-
essarily exit their “long tail” of markets com-
pletely. They just need to clearly identify those
best left behind and those best kept with a
lean, efficient service model with minimal
resourcing and no further investment.

Looking ahead, maintaining a strong pres-
ence in key markets only, establishing a clear
service model for each client segment,
streamlining the product portfolio, and com-
pensating RMs on the basis of their direct
contribution to profitability (as opposed to
solely on the amount of NNA or revenues
that they bring in) will be positive steps for
offshore players in Europe.

Onshore Europe

In Europe, successful onshore private banks
have made explicit choices in their operating
models in order to achieve superior profitabil-
ity. They have forged highly segmented prod-
uct and service offerings that are well aligned
with client needs, and have reduced complexi-
ty in their portfolios with fewer and more
transparent products. They have developed
finely tuned investment engines with strong
advisory processes as well as excellence in the
front office (stemming from more manage-
ment focus on this area than in the past).

Yet there are areas that still need attention
for many players. A high level of sales force
effectiveness needs to be became a perma-
nent capability, not a one-off program as it
has for some institutions. Some leading banks
have installed a dedicated central team of pri-
vate-banking champions who continuously
drive tangible sales-force improvements
across all desks—and strive to raise RM per-
formance. In addition, the development of
seamless, fully integrated multichannel capa-
bilities needs a higher priority.

Some midsize players are seeking larger
scale—as well as more efficient IT and opera-
tions—by leveraging captive retail-banking

networks and their middle and back offices.
They should be prepared, however, to out-
source complete back-office activity to exter-
nal (integrated) providers. A few larger
players have already reached a high level of
efficiency through dedicated lean initiatives
and front-to-back optimization programs.

A strategy that succeeds n
one market may miss the
mark 1n another.

When it comes to raising profitability, most
European onshore players have focused
mainly on trying to optimize the top line,
with less attention given to costs (although
pressure on the cost side is still rising). To
raise revenues, some players are concen-
trating heavily on refining client segmen-
tation, including aligning cost-to-serve by
segment, raising the number of basic
products in lower wealth bands, increasing
advisory capabilities in higher wealth bands,
and leveraging dedicated experts—who are
often involved in direct client meetings—
to a greater degree.

Of course, every market has its own nuances,
and a strategy that succeeds in one country
may miss the mark in another. But going
forward, many European onshore players
need to take some common steps, such as
focusing on select client groups, leveraging
retail networks as feeder channels for new
wealth-management clients, reviewing pric-
ing structures, and cross-selling products such
as mortgages to broaden the overall offering.

Many also need to address substandard scale
(because IT investments and regulation favor
larger players), centralize their expertise
(while keeping coverage local), and explore
digital solutions to a greater extent.

Latin America

Latin America has continued to show appre-
ciable growth in private wealth. Assets are
slowly gravitating back to equities in the
wake of a shift toward money market invest-
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ments triggered by the 2008-2009 crisis. A
current trend involves local players attempt-
ing to develop a regional presence that in-
cludes the ability to offer investment oppor-
tunities in the most attractive areas,
particularly in Brazil and the Andean region.

Brazil. Although most major international
wealth managers have developed a presence
in Brazil—Latin America’s largest wealth
market, and a predominantly onshore one—
sophisticated local players, mostly universal
banks, are the dominant institutions. While
2013 was a very challenging year, owing to a
weak stock market and a decline in interest
rates that affected fixed-income investments,
wealth managers still managed to increase
AuM by acquiring new assets.

In addition, many players have made prog-
ress in weeding out their long tail of small,
unprofitable clients. This initiative may have
hindered overall AuM growth but will lead in
time to higher overall profitability. Brazilian
banks generally have a higher minimum AuM
threshold ($1 million to $2.5 million) com-
pared with players in other Latin American
countries ($500,000 to $1 million).

Despite short-term challenges, Brazil remains
a structurally attractive market with healthy
levels of ROA and profitability within reach.
The country also has a favorable environ-
ment for wealth creation, with many entre-
preneurs freeing up value that was previously
locked inside family-run enterprises that are
now transitioning to professional manage-
ment. Moreover, international wealth manag-
ers are showing no signs of slowing their in-
vestments aimed at gaining a firmer foothold
in Brazil.

Mexico. Mexico is also a fast-growing and
attractive wealth-management market. Its
onshore business and broader overall offering
have evolved in tandem with the country’s
relative economic stability.

Mexico’s onshore business is dominated by
large universal banks, followed by brokerage
houses and independent advisors. Some of
the larger players are retooling their offerings
while smaller players are generating growth
with low-cost models or niche propositions.
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The Mexican market has become more and
more sophisticated, as evidenced by its strong-
er international profile, broader range of in-
vestment opportunities, and increasingly de-
manding clients. Some players have started to
develop buy-side, open-architecture offerings.

Offshore business is mostly characterized by
RMs who fly in and out to acquire clients but
who are not based in the country—in many
cases combined with a representative office
or a consulting license. There are roughly ten
offshore incumbents, some with plans to
launch an onshore offering. In addition, more
than 35 offshore institutions are acting as
niche players with low-touch models, each
managing between about $1 billion to $3 bil-
lion in AuM.

Despite short-term challeng-
es, Brazil remains a structur-
ally attractive market.

Chile. Relative macroeconomic stability and
healthy GDP growth are driving wealth
creation in Chile, which like Brazil and
Mexico is predominantly an onshore market.
The UHNW segment accounts for nearly

40 percent of AuM held by wealthy house-
holds. Family offices are key in this segment
and have developed increasingly sophisticat-
ed capabilities.

Local players (mainly investment banks, com-
mercial banks, and asset managers) have
competitive onshore offerings—and also pro-
vide offshore options. They have been chal-
lenged lately by the emergence of multifami-
ly offices that promise objective buy-side
advice. In addition, recent disappointing local
stock-market returns combined with a weaker
currency represent a call to action for domes-
tic players. A buy-side proposition that in-
cludes the capacity to provide offshore advice
as well as the opportunity to invest in the
high-growth markets of the region could con-
stitute an attractive offering for the wealthy.

Colombia and Peru. Both Colombia and Peru
are sizable enough to matter, and are among



the fastest-growing markets in the region.
Both are largely offshore but are developing
increasingly relevant onshore offerings.
Healthy returns in local markets and greater
economic stability are positive forces, favor-
ing the development of onshore offerings. In
Peru, well-established, sophisticated, and
highly visible local players also hold a rele-
vant share of offshore assets. In Colombia,
portions of the recent tributary reform that

address tax evasion will generate new chal-
lenges to the offshore business—and are
likely to spur the development of a more
meaningful onshore market.

Overall, wealth managers in Latin America
will need to further explore ways to differenti-
ate their offerings from those of players in
other attractive emerging markets.
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METHODOLOGY

CG HAS DEVELOPED a proprietary

methodology, which has been continu-
ously refined and enhanced over the past 14
years, to measure the size of global wealth
markets.

Our definition of wealth includes the amount
of cash, deposits, and listed securities held
either directly or indirectly through managed
funds and life and pension assets. Such assets
can typically be monetized easily. Other
assets, more difficult to monetize and thus
excluded, include any real estate (primary
residence as well as real estate investments),
business ownerships, and any kind of collect-
ibles, consumables, or consumer durables
such as luxury goods.

The market-sizing model of Riding a Wave of
Growth: Global Wealth 2014 covers 63 coun-
tries accounting for more than 95 percent of
global GDP (real GDP in U.S. dollars at 2005
constant prices). For the year 2013, we calcu-
lated personal financial wealth for 43 large
countries (about 91 percent of global GDP)
through a review of national accounts and
other public records. For an additional 20
smaller countries (about 5 percent of global
GDP), we calculated wealth as a proportion
of GDP, adjusted for country-specific econom-
ic factors.
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We then distributed total wealth within each
country by household (not by individuals or
adults) on the basis of a proprietary Lorenz
curve methodology. These curves were based
on a combination of wealth distribution sta-
tistics for countries that had available data.
For countries without such data, we devel-
oped estimates on the basis of wealth distri-
bution patterns of countries with similar in-
come distributions (Gini coefficients)
compiled by the World Bank. We further
refined the wealth distribution using other
public sources such as “rich lists” and BCG
proprietary information.

We used available national statistics to identi-
fy different asset-holding patterns for the in-
dividual wealth segments in each country.
When such data could not be obtained, we
assumed that countries with similar cultures
and regulatory environments would have
similar asset-holding patterns. Finally, we
calculated market movements as the weight-
ed-average capital performance of asset
classes held by households in each country,
factoring in domestic, regional, and interna-
tional holdings.
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