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ENSURING A

GOODFIT

Clients of tomorrow might look quite different from the clients of yesterday, so private wealth firms need to
develop strategies to make sure their value proposition fits their target market. Simon Hoyle reports.

individuals (HNWIs) in Australia

grew strongly in the past 12 months.
New insights from CoreData's Private Bank
Intelligence Unit (PBIU) suggest therate
was 11 per cent, well above therecent trend
of 7 per cent a year, and that there arenow
just more than 200,000 people classified as
high-net-worth - that is, with S1 million or L
more of investable assets. KeithBetty Nigel Stewart Jay O'Neil Andrew Inwood

For the past three tofour years, a GGBwealthcare StewartPartners Macquarie Private Bank CoreData

The number of high-net-worth PARTICIPANTS
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significant proportion of the HNWIsegment
hashelditsmoney in cash. The PBIU
research has detected signs of movement
out of cash andinto other assets, principally
Australian equities - and this was even
before the Reserve Bank of Australia (RBA)
cutitstarget cashrateto2.75 per centin May.

CoreData founder and principal Andrew
Inwood saysit'salso clear that individuals
whoretained the services of a good private
wealth adviser — and followed their advice
—have done substantially better than
those who either abandoned their adviser
or didn't have an adviser to start with.
PBIU figures suggest that individuals who
followed advice tended toremain invested
in equities - while those around them were
flocking to cash - and may be asmuch as 40
per cent better off today asaresult.

Successin private wealth management
will stem from first of all finding the clients
that fit the firm's value proposition — and
where those clients come from tomorrow
may be different from where they came
fromyesterday — and thenhaving avery
clearidea of whatrole the firmplaysina
client's financiallife.

"Weneed to step back and ask ourselves:
Are we afacilitator or are we anadviser?"
says Nigel Stewart, executive chairman of
Stewart Partners.

“Iwillnever ever allow myself, nor any
of theadvisersinour firm, tobe putinthe
position of being a facilitator. We have
fired clients - we fired a major client last
year because werefused toliquidate their
investments. We said it was dumb.It was
stupid. [We said] no. We gave them 30 days'
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notice and closed down the account. They
actually did go to cash. And we allknow
what marketshave done over thelast,
probably, 18 months.”

What a client should do and what a client
wants todo arenot always the same thing,.
A well-rounded value proposition might
haveto cover both.

"It'snot all utilitarian," says the head of
Macquarie Private Bank, Jay O'Neil.

"It could be emotional. It could be
expressive. Andisn't my job to help my
client uncover the trade-off between
those benefits and find a way to help them
accumulate wealth over along timeina
way that's optimal?

"Orisit my place to say, Thave a view,
andif you'renot aligned with my view you
can'tbemy client'. Those are two different
business models."

The client has to fit the business model,
saysElissa Crowther-Pal, head of wealth
services at BT Financial Group.

If afirmhas clients that are “such
controllers, are so self-directed, aren't
areally good fit in your model, Iwould
absolutely say that you should fire them.
Completely", Crowther-Pal says.

"Especially when you'rerunning such
apassionate, boutique type of operation
where your value propositionis so strong,”
shesays.

"It almost doesn't fit. SoIthink thereisa
role for facilitators;it's justit could be very
different to what youlook like."

Themanaging director and Sydney
market manager for UBS Wealth
Management, Sean Cochran, says one
approachisto set up a core-and-satellite
structure, where the coreis thelong-term
strategic element “and then a separate
satellite, whereit's abit more emotional, a
bit more opportunistic”.

"You could use that to move somebody
where otherwise they wouldn't move,”
Cochransays.

"If you go to somebody who'slargely
opportunistic,and that'sallthey do, the
idea that youswitch themto a strategic
model that has control of tactical shifts and
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instrument selection - they're not going to
doit overnight. The adviser might not either."

Cochransaysthe adviser can then
encourage the client to moveincreasingly
towards thelong-term, strategic model.

"“You canbehow they effect that change,I
think,"hesays.

Culling existing clientsif they donot
fit the private wealth business model
sends a strong message, says Adrian
Hondros, executive generalmanager of
Commonwealth Private Bank.

“"Andit'snot just about that client and
that adviser. It actually gets well known
across the organisation, whichis more
powerful thanjust sayingit. Actually
showing people what youmeanis far more
powerful thanjust sayingit."

Ultimately, for the long-term benefit of
both parties, the private wealth firm and its
clients should be a good match, and the firm
should be profitable. However, it
might be appropriate torunit at break-
even,ifit serves asamechanismto
introduce clients to other partsof alarger
financialinstitution.

“Inalltheinformation we can find, private
wealthisnot a profitable businessin many
ways for a global firm - for abig firm," says
Chris Selby, managing director of private
wealth management at Deutsche Bank.
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ACTUALLY SHOWING
PEOPLE WHAT YOU MEAN
IS FAR MORE POWERFUL
THAN JUST SAYING IT

WE AS ADVISERS CAN
ACT AS THAT CATALYST.
WE CAN SOW THE SEED
OF ENCOURAGING
THEM TOGIVETO

THE COMMUNITY.

AT THE END OF THE DAY
YOU CAN GO ON AND ON
AND ON, BUT IF YOU'RE
NOT GOING TO MAKE ANY
MONEY YOU HAVE A
FAILED MODEL

CLEAR TRENDS

Thenumber of richin Australia - that is, people with
more than STmilliontoinvest —is growing strongly.
The naturalrate of growthis about 7 per centa
year,butinthe past12monthsithas grownat 11
per cent tojust more than 200,000.

Money is moving out of cash and into other things,
firstly low-risk Australian equities.

Allaroundthe world the return expectations of
high-net-worthindividuals have collapsed. In
Australia, the number has been around 10 per
centayear -any returnabove 10 per cent was
considered good; and any returnbelow 10 per cent
was considered bad. That number is falling andit's
now closer to 7 or 8 per cent.

People who stayed with their private wealth

offer arenow substantially better off than those
whodidn't,because people who stayed tended
toremaininvestedin equities. The wealth gap
betweenthese two groupsis so big now — about
40 per cent — thatitis very unlikely it willever be
caughtup.

Source: CoreData/Private Bank Intelligence Unit (PBIU)

"Soyou'vereally got to do something
differently. Thisis just raw numbers, butifI
canmake the equivalent of 500 basis points
onastrategic transaction with a client, [or]
Icanpossibly carry him as a private client
for 20, 35 basis points, or whatever,and do
custody, what is the better decision?

"We're always going to take the approach
of focusing on the corporate opportunity.
Because our businessis half-owned,
effectively, by theinvestment bank, sol
care probably as much for theinvestment
bank's objectivein this transaction asIdo
on the private side.

"At the end of the day you can go on
and on and on, butif you're not going to
make any money you have a failed model,
long term.

"We've done thenumbers and we're
stilldoing them...andit'slike seven to one.
Every dollar that we take from a client
generally resultsin S7 in value to the bank,
acrossthebank.It'sahugeratio. It shows
youhow much [value] gets generated if
you'reintimately entwined.”

Cost and value have to be clear,and
thereis apoint at which cost canbecome
anissue and "the big families will choose
todisintermediate”, says Keith Betty,an
executive director of GGBwealthcare.

“Ithink some are prepared to pay alittle
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bit more because the value of their time
ismoreimportant to them, or theyreally
don't feellike they've got the expertise, or
they've given up from a desire point of view
and they don't mind paying alittle bit more
to spend more time on the boat or whatever
the casemay be," he says.

“ButIthinkif you've got someone who's
really focused and applying their attention,
my sense of itis the minute youintroduce
the classictiered-cost scale, 'mnot sure
that you'll get traction off that."

Outsourcing plays a pivotalrolein how
GGBwealthcare structuresits offer to
wealthy families, Betty says.

“To try and position yourself as the
cardiothoracic [specialist] of every single
possible topicisjustimpossible," he says.

“Atthe verybest youcanbeaGP, and
you candirect, and youmight have some
cardiothoracic expertisein a particular
area. Solthink our businessis absolutely
built around [holding] the family tight at
the centre, and then you can ‘conduct’ [the
orchestra), Ithink was the term youused.

“ButIthink you are a source of comfort
and continuity, because you're a principal
and youare going to be around in seven
years'time when they'relooking to do their
transaction; youactually still are there."

Continuity of relationship between the
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client and the private wealth management
firmis paramount in building long-term
relationships, says Crowther-Pal.

"We know that whole transition of private
bankers or your key relationship personisa
critical piece of continuity,” she says.

“Ithinkin the US they do amuchbetter
job of making it a career where you're
there for amuchlonger time.Iknow at
Wells Fargo and alot of the other firms,
you're therefor 30 to 40 years and youhave
your samerelationships, so families and
generations have that continuity. Hereit's
very, very different.”

And continuity meansthere'samuch
better chance of attracting multiple
generations of clients.

Hondros says that going back a few
years, "it was all about transition to
retirement. Allabout it".

“Now it's about the transition of these
equity holdings and these tens or hundreds
of thousands of businesses around the
country that are worth everything froma
couple of million to hundreds of millions,
or more. And so there'samassiverangein
there.ButIthinkitisthe great challenge for
usinthenext20or 30 years."

Stewart saysintegralto the
intergenerational transfer of wealthis the
rise of philanthropy.
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"What I'm seeing with many of our
clientsisthekids are very successful
partnersinlegal firms, they're surgeons.
They're earning amillion, 1.5 million a
year as QCs. They'renot interested in their
parents' wealth transfer of several million
dollars. They're thinking of bypassing that
through to charity now to see the benefits
of helping peopleinneedin the community.

"Andthat's wherelfeel that we as
advisers canact as that catalyst. We can
sow the seed of encouraging themto give
tothe community. That's what we should
be doing, and whenever we go through
adiscovery meeting it'snon-negotiable
asfarasalltheadvisers are concerned
not to go down some of these pathways,
particularly through philanthropy, because
these very wealthy people, if they haven't
developed a philanthropic policy, they
should be, and the adviser should be the
lead on that.”

But "we'resstillin thatlearning journey
there on the philanthropy side, aren't we?"
Crowther-Palsays.

"It feelslike for some of our clients
they're only just considering it now. It's just
coming into their consciousness.

"Yetit's such a wonderful way of
encouraging family contribution and
getting families together.” m
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