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Executive Summary

lobal wealth closed in on its precrisis peak in

2009, driven by resurgent stock markets. But

the recovery, as dynamic as it was, did not

translate into stronger performance for the in-

dustry—many wealth-management institutions
continued to face declining revenues and stubbornly high
costs.

Even as the financial crisis recedes and clients regain some
of their appetite for risk, the underlying drivers of weakened
revenues and profitability are likely to persist. Wealth manag-
ers must not allow the surge of global wealth to lead to a
sense of complacency or a lack of urgency when it comes to
addressing these challenges. They must focus on quality, preci-
sion, and service delivery—as well as on truly understanding
the client.

The Boston Consulting Group’s latest Global Wealth report
describes several strategies for improving business perfor-
mance, including a range of operating levers, such as pricing,
that have been shown to boost revenue margins. It also under-
scores the importance of retaining and winning back clients,
given the volume of assets dislodged by the crisis (and still in
play). In addition, the report details how wealth managers
can improve risk management—a key differentiator—in
ways that not only safeguard the business and anticipate
stricter regulations but also lead to better client service.

To set the stage for these imperatives, the report begins with
an overview of assets under management (AuM) covering
62 markets representing about 99 percent of global GDP.
It also details the findings of a benchmarking study of 114
wealth-management institutions globally. To round out our
analysis, we conducted more than 30 interviews with wealth
managers and drew on the experience of nearly 50 BCG ex-
perts worldwide.

Global wealth staged a remarkable comeback in 2009
after its steep decline in 2008. AuM increased by 11.5
percent to $111.5 trillion, just shy of the year-end
peak set in 2007.

¢ North America posted the greatest absolute gain in
wealth at $4.6 trillion, but the largest percentage gain
occurred in Asia-Pacific (ex Japan), where wealth in-
creased by nearly 22 percent, or $3.1 trillion.

¢ Europe remained the wealthiest region, with $37.1 tril-
lion in AuM—or about one-third of the world’s
wealth.

Millionaire households represented less than 1 per-
cent of all households but owned about 38 percent of
the world’s wealth, up from about 36 percent in 2008.

¢ The number of millionaire households rose by about
14 percent in 2009, to 11.2 million—about where it
stood at the end of 2007.

¢ The United States had by far the most millionaire
households (4.7 million), followed by Japan, China, the
United Kingdom, and Germany.

o The highest millionaire densities are in Singapore,
Hong Kong, Switzerland, and the Middle East.

Despite regulatory pressure, offshore wealth grew to
$7.4 trillion in 2009, up from $6.8 trillion in 2008, large-
ly driven by the market recovery.

¢ Switzerland remained the largest offshore center; it ac-
counted for $2.0 trillion, or about 27 percent, of all off-
shore wealth.
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¢ Although undeclared assets account for a declining
share of offshore wealth, the push for greater transpar-
ency will still dampen growth; some clients—particu-
larly those in North America and Europe—will move
their assets out of offshore centers (unless currency in-
stability holds them back).

Despite the turnaround in AuM, wealth
managers in general continued to face
challenging conditions in 2009, includ-
ing falling revenues and lower revenue
margins.

¢ The average revenues of benchmarking
participants declined by 7.3 percent,
while the average revenue margin,
measured by the return on assets (ROA), slipped from
95 basis points to 83 basis points.

¢ Although costs declined in 2009, the average cost-to-
income ratio increased to 74.4 percent, up from 72.3
percent in 2008. For some wealth managers, the ratio
exceeded 100 percent.

The pressures on growth and profitability will contin-
ue, even though global wealth is expected to increase
at an average annual rate of nearly 6 percent from
year-end 2009 through 2014.

< In most regions, wealth managers face the prospect of
rising costs, driven by regulatory changes, along with
persistently low revenues and ROAs.

o Without taking decisive action to counter these pres-
sures, most wealth managers will not be able to return
to anywhere near their precrisis performance.

ROA is influenced by strategic and operating levers.
The former involve decisions about fundamental as-
pects of the business, while the latter effect change
over shorter periods.

¢ The four most powerful operating levers are pricing,
mandate penetration, asset allocation, and portfolio
activity.

¢ The impact of each operating lever varies widely
across different business models. Model-specific action
plans are required.

We expect the
bulk of the
uprooted assets

to remain in play.

Wealth managers must respond to the intensified
flow of assets by retaining new clients and winning
back clients lost during the crisis.

¢ Among benchmarking participants, the average inflow
rate in 2009 was 14.2 percent of year-end 2008 assets.
The average outflow rate was 12.7 percent.

¢ Because many clients went searching
for temporary safe havens during the cri-
sis, we expect the bulk of the uprooted as-
sets to remain in play.

Wealth managers should explore op-
portunities to improve their service to
certain segments—including women.
As a client group, women are both significant and un-
derserved.

¢ Women control about 27 percent of global wealth,
meaning that they decide where it is invested. North
America had the highest proportion at 33 percent.

¢ More than half of the women in a recent BCG survey
said that wealth managers could do a better job of ad-
dressing and meeting the needs of female clients.

¢ Many wealth managers need a more nuanced ap-
proach that is grounded in a simple truth: female cli-
ents, in general, want to be treated the same as any
client. Most important, they want to be understood
rather than prejudged or stereotyped.

¢ At the same time, wealth managers should recognize
the sometimes subtle differences in women’s needs
and expectations. The right approach will strike a care-
ful balance between responding to the traits shared by
many women and developing close relationships
based on an understanding of individual clients.

Wealth managers should reinvigorate risk manage-
ment, and not simply to weather the next crisis or
comply with new regulations: stronger risk manage-
ment can give rise to better client service.

¢ For this to happen, wealth managers must recognize
that a proliferation of rules can frustrate both frontline
staff and clients while leading to a false sense of se-
curity.
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¢ The best approach to managing risk will be compre-
hensive and rigorous, but success will be measured as
much by the behaviors it encourages as by those it
subdues. Risk management must be embedded in
front-office sales and client service activities.
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