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The business of wealth management is
gradually growing more complex. A
typical player today is challenged by
multiple client requirements, business
locations, booking centers, operating
models and platforms. Across the en-
tire industry, competition intensifies
and consolidation progresses, legal and
regulatory requirements increase while
technology adoption is a high priority
on executives’ agenda. This business
complexity, in turn, leads to higher
costs, and control over these costs
emerges as a key success factor of the
future.

It is against this background that
wealth managers become more proac-
tive and focus on operational effective-
ness and efficiency. The main rationale
is to reengineer the cost side of the
business, to construct a lower, more
flexible, variable and scaleable cost
base. In addition — just as important —
another aim is to improve the quality
and effectiveness of client service de-
livery. As a result, private banks around
the world will need to forge the hall-
marks of operational excellence in the
areas of outsourcing/offshoring, pro-
cess and service innovation, internal

control, and financial and management
reporting.

This article explains why these areas
are important, quantifies their expect-
ed impact and identifies the hallmarks
of success in tackling these issues.

Outsourcing / offshoring

The demand for outsourcing is grow-
ing within the wealth management in-
dustry, as the large variety of associat-
ed benefits is increasingly recognized.
Primary purpose is to reduce the cost
of operating administrative processes.
Vendors report they reduce cost for
many processes by 10 to 20%. Out-
sourcing is particularly economically
attractive for key product fields with
increasing complexity, e.g. alternative
investments or separate accounts (fig-
ure 1). These require high adminis-
trative capabilities and expertise that
wealth managers may not have. The
outsourcing of non-core operations
also frees up scarce internal resources
and allows more efficient resource al-
location to revenue generating core ac-
tivities. Front office outsourcing, on
the other hand, is limited by the unique
nature of private banking, e.g. the high
relevance of client confidentiality and
banking secrecy. Overall, our project
experience and discussions with senior
private bankers have demonstrated
that, within the value chain, the activi-

ties listed in figure 1 are already out-
sourced or will be in the near future.

As second main benefit, outsourc-
ing creates more flexible cost struc-
tures: Vendor pricing is generally vari-
able, and the responsibility for invest-
ments in new systems is transferred to
the vendor. Consequently, outsourcing
is more cost-effective than the alterna-
tive of upgrading and expanding exist-
ing systems, in particular where private
banks face capacity constraints when
assets, volumes and the number of ac-
counts and products are growing. From
our experience, outsourcing is a strate-
gic reaction to cope with an increase in
business volume. Without the critical
scale in non-core areas, such infra-
structure investments would signif-
icantly extend a product’s lifecycle
phase until profitability. Finally, out-
sourcing increases private banks’ flexi-
bility to respond to changes driven by
the environment, e.g. regulatory or
technological developments.

For the more aggressive wealth
managers, offshoring is an accepted
business practice. It delivers impres-
sive savings, mainly by capitalizing on
cheap labor, and expands accordingly.
However, private banks must ensure
that cost savings are tapped without
risking service quality — otherwise the
harm would greatly outbalance the de-
sired benefits. Where offshoring is ap-
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Figure 1: Private banking outsourcing potential
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Innovation area

Front office / client
relationship management

Front office / client
relationship management

Back office services

Benefit index: R = Reduce / | = Increase

Figure 2: Sample of innovation objects and their estimated benefit
Innovation object

More standardized approach regarding customer
acquisition, customer service and customer
retention will increase customer contacts (CC)
and assets under management (AuM) as well as
reduce customer losses (CL). This is supported
by a range of related analytical and research tools.

More effective availability of relevant customer,
trade and product as well as research
information could reduce sales planning time.
Hence, this saving in time could be adopted for
relationship management (advisory and sales).
Consequently, IT infrastructure must be adapted
accordingly.

Stronger customer orientation and clearly
defined processes of back office services in the
area of administration of securities and
investment funds reduce processing time and
error rates significantly. This is supported by a
sophisticated IT infrastructure.

Estimated benefit

R CL<15%
| CC<20%

| AuM < 7%

R Sales planning
time < 20%

Relationship

management
time < 20%

R Error rate < 40%

R Processing time
<40%

plied rigorously, strategic implications
become visible: Major financial insti-
tutions have over 2.5% of total head-
count offshore, while industry leaders
operate with over 10% of total head-
count in lower cost locations. Our
studies show that financial institutions
could tap cost savings of up to 40%
compared to the same business proces-
ses onshore. We estimate that total sav-
ings could even be tripled if best prac-
tices of operational excellence were
consistently applied.

Process and service innovation

In the struggle for growth in mature
markets, a key hallmark of success to
deliver sustainable revenue increases
and enhance customer experience is
the ability to identify and execute pro-
cess/service innovations over pure
product innovations. Many wealth man-
agers realize the large opportunity both
to cut cost and raise revenue through
more effective product management.
There has been a vast cumulative ex-
pansion in product and service ranges
in recent years. Numerous wealth man-
agers pursued an undisciplined “prod-
uct rush” in the belief that product di-
versification and customization would
drive volumes and margin expansion

and be a key competitive differentiator.
Overall, however, the impact has too
often been disappointing: revenue real-
ization was incremental, client target-
ing weak and sales effectiveness low;
higher costs, caused by misaligned re-
sources and blindfold customizations
of products and the resulting need for
complex support infrastructure created
a “vicious circle” (figure 3). Handling
the fallout from this product rush is
therefore a key innovation object.
Process and service innovations, in
general, focus on the way work is per-
formed — making it better, faster and
cheaper. They aim at simplifying oper-
ations and giving customers what they
really want. This encourages wealth
managers to embrace the so-called
“open architecture” approach where

best-practice products are sourced both
in-house from various parts of the bank
as well as from third-party providers.
In our consulting work for leading
wealth managers, we identified several
crucial innovation areas; they are lo-
cated particularly in the front and back
office and focus on the customer’s
attention, skyrocketing operational per-
formance (figure 2; the data varies sig-
nificantly between private banks, uni-
versal banks, cantonal and regional
banks and so on).

Internal control

An avalanche of regulation is sweeping
across the financial services industry.
Consequently, the breadth of compli-
ance now being demanded from wealth
managers has become very significant:

The “virtuous circle”: Process and service innovations create value by at-
tracting customers through a virtuous circle of simplicity and efficiency.
Product innovations often do just the opposite, driving customers away by
increasing complexity and costs (see figure 3).

Lasting innovation: The most successful financial institutions should em-
bed process and service innovation into the very fabric of the organization
— from strategy and processes to people, systems and business partners
— actively developing good ideas that are difficult for other companies to
copy, thus achieving a sustainable competitive advantage.
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Sarbanes-Oxley, Basel II, the EU’s new
Markets in Financial Instruments Di-
rective (Mifid) and local regulations
such as the SFBC’s requirement to
establish an internal control system
(ICS) are the most prominent exam-
ples. Compliance to these regulations
is demanding, not only in terms of re-
sulting costs, but also of required re-
sources and expertise. Deloitte Touche
Tohmatsu estimates that between now
and 2010 many wealth managers may
see an average 20 to 30% increase in
expenditures for internal control.

In order to contain this growing
cost pressure, wealth managers have
started to think about ways of increas-
ing both efficiency and effectiveness of
their overall control environment.
However, only those private banks
which gear their ICS to a few basic
principles will achieve significant op-
erating efficiency enhancements:

e Firstly, internal control should be
carefully embedded into an over-
arching risk management system,
which allows to coordinate internal
control duties effectively with other
risk management functions such as
risk controlling or the early warning
system. That way, cost intensive con-
trol redundancies are identified and
remedied more easily.

Secondly, internal control should be
viewed as a key management tool,
instead of being entirely confined to
the compliance function. This ap-
proach leads to an increased risk

awareness within the organization
and facilitates a systematic risk rec-
ognition and assessment process,
which in turn allows focusing con-
trol activities on key risk areas with
high P&L impact. However, line
management will perform its control
duty only effectively if provided with
meaningful management informa-
tion (MI). Therefore, successful pri-
vate banks will simultaneously im-
prove their overall MIS when estab-
lishing their ICS.

e Thirdly, control costs should be bal-
anced carefully with expected bene-
fits in order to avoid losing business
opportunities and to ensure flexibili-
ty in daily operations. An alternative
means to improve flexibility is using
preventive and automated controls
instead of solely relying on detective
and manual controls. For instance,
Deloitte Touche Tohmatsu estimates
that up to 30% of the total time re-
quired to perform internal control
activities may be saved if a private
bank consistently exploits the poten-
tial behind control automation.

Reporting

A key operational driver of success in
2010 will be the finance function’s
ability to produce more reliable and
timely MI as well as comprehensive
external reporting. Even though most
finance executives and COOs display
increasing confidence in the quality of
their MI, the trend towards wider use of
in-depth profitability and investment

suitability key performance indicators
(KPIs) as well as of share-of-wallet
considerations requires further im-
provements in the arena of MI. This
concerns in particular the need to in-
crease the explanatory power of MI by
means of incorporating more indepen-
dently gathered data and aggregated ac-
count reporting tools — a world-class
MI should not solely rely on feedback
from relationship managers and own
estimates. Further, there are notable ef-
ficiency improvements to be achieved
through stricter automation of the MI
process.

Another area of concern to finance
executives is the lack of comprehen-
siveness of their external reporting. A
hallmark of success is likely to be a pri-
vate bank’s ability to effectively protect
its reputation with the aid of more
transparent and extensive financial re-
porting, covering a clear strategy state-
ment, information on corporate gover-
nance, risk management and on other
relevant KPIs.

The trends and operational chal-
lenges identified in this article are like-
ly to affect the vast majority of private
banking firms. But only the best will
profit from them. Private banks that
start building the four excellence qual-
ities (outsourcing/offshoring, process
and service innovation, internal control
as well as financial and management
reporting) into their corporate DNA
are the ones most likely to come out on
top in 2010.
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Figure 3: Connecting innovation to growth
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