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Executive Summary

In the dynamic realm of wealth management, a sector traditionally marked by robust profitability,
there is an emerging need for strategic transformation. This necessity is driven by several market
trends including diminishing margins, shift in the client demographic, untapped growth potential,
and technology disruption.

This blogpost focuses on traditional pure play private banks in the DACH region, institutions
specializing solely in wealth management and reliant on relationship managers, to explore their
challenges in adopting a hybrid engagement model.

The current business model for wealth managers, heavily geared towards providing bespoke,
high-touch services to high-net-worth-individuals (HNWI) and ultra-high-net-worth-individuals
(UHNWI), is facing a dilemma. Although the "white glove" service model continues to yield profits
within the higher levels of wealth, it proves economically inefficient when catering to the emerging
affluent demographic. Traditional wealth managers must transform their engagement model to
tap into the significant revenue growth potential harbored by this largely overlooked customer
segment. The need to transform is further reinforced by the impending wave of generational
wealth transfer, the largest in history, which is poised to shift the Assets under Management (AuM)
to a younger, more digitally oriented generation. This younger cohort brings with it a different set
of expectations, with a stronger emphasis on digital engagement and transparency in their
financial services.

Through a detailed assessment on 52 sample DACH wealth managers, CORE has uncovered
that most of them currently do not have a comprehensive digital offering. For wealth managers
who traditionally do not rely on digital tools, the way to transform can be challenging.

With rich experience in accompanying financial institutions on their digital transformation journey,
CORE has a deep understanding of the potential challenges and how to tackle them. Our
established transformation framework and proven expertise can prepare wealth managers to
successfully adopt a hybrid engagement model and excel in the new market environment.
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Key Facts

e Wealth management, the banking industry's most lucrative sector, delivers a Return on
Equity (ROE) that normally surpasses the banking industry average. Fueled by a rising
clientele, the market is set to expand further with the population of high-net-worth
individuals (HNWI) and ultra-high-net-worth individuals (UHNW!I) projected to surge by 45%
and 53% respectively by 2027.

e Global revenue margin for wealth management is under pressure with a 19% decrease
from 2017-2021. However, the largely untapped affluent! sector, expected to account for
~60% of the total revenue and generate about $45 billion in new revenues between 2021-
2026, presents significant growth potential.

e The greatest intergenerational wealth transfer in the history is happening. Between
2023 and 2045, $84 trillion in assets will be handed down to Millennials and members of
Generation X. High-net-worth individuals with a net worth of at least $5 million—will be
passing down $15.4 trillion of wealth to the next generation by 2030.

e Market trends necessitate a digitalized engagement model, however most wealth
managers in the DACH region lack comprehensive digital solutions, with CORE
research indicating that 90% of the researched wealth managers do not offer digital
onboarding and only 3% of them provide digital advisory services; furthermore, despite some
experimentation with Al assistants, many still rely on less user-friendly traditional digital
channels.

1 Liquid financial assets threshold: UHNWI: >$50M; HNWI: $5M-$50M; Affluent: $0.3M-$5M
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1 Wealth management — A growing market

In the vast world of banking, wealth management stands out as the most profitable sector, with
impressive Return on Equity (ROE) numbers. For example, JPMorgan's wealth management unit
had a remarkable average Return on Equity (ROE) of 27.3% in the three years leading up to
2019, which significantly outperformed the group-wide average of 13.8%. Bank of America's
wealth management unit achieved an annual ROE of approximately 22% in 2017, nearly tripling
the group-wide average of 8.1%, which emphasize the attractiveness of wealth management as

a lucrative sector in the banking industry.

In addition, the client pool has been significantly increasing: As shown in the graphs below, the
number of individuals of upper affluent to the HNW!I category is growing, which is expected to

persist. Similarly, the number of UHNWI follows this growth path.

Number of upper affluent to HNWI (World total, in million) Number of UHNWI (World total, in million)

3%

=

2000 2022 2027 2000 2022 2027

Source: Credit Suisse Global Wealth Report 2023

Figure 1: Rising HNWI and UHNW!I population
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2 Market trends
Currently four pivotal trends reshaping the market are observable:
2.1 Trend 1: Wealth management profit margins are under pressure

In recent years, the field of wealth management has encountered a tough environment as the

profitability of banks has not maintained pace with the increasing market potential.

Revenue margins (Sample of large global wealth managers, in bps)

[ ((19%)
94 91
85
7 76
2017 2018 2019 2020 2021

Source: Oliver Wyman Global Wealth & Asset Management Report

Figure 2: Declining profit margins

There are several reasons: as the client mix concentrates towards UHNWI, their high negotiating
power results in pressure on mandate margin even without actual bargaining discussion. The
continued change in product mix towards cheaper passive products is another reason. Besides,
the deposition margin contraction between the interest rates banks earns on loans and the interest
rate they pay on customer deposits also leads to pressure on revenue margins. Moreover,
increased competition in the sector adds to the pressure as the spending on customer acquisition

and retention is higher and it may cause price cuts.
2.2 Trend 2: The greatest intergenerational wealth transfer has started

Another prominent transformative trend is the intergenerational wealth transfer of $84 trillion? in
assets that will be handed down to Millennials and members of Generation X between 2023 and
2045. The world’s richest individuals — those with a net worth of at least US$5 million — will be

passing down $15.42 trillion of wealth to the next generation by 2030.

The next generation are more tech savvy and keen on socially responsible investing. They have
a fundamentally different expectation about the products, the services and the way wealth

managers interact with them. Wealth managers need to get ready for the demographic change.

2 TheStreet, what is the great wealth transfer? When does it happen?
3 PENTA, the wealthy will transfer $15,4 trillion by 2030.
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ILLUSTRATIVE

Illustrative distribution of wealth per generation today and in 2030
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Source: Wealth-X Family Wealth Transfer 2021

Figure 3: Wealth generation trends: A look at today and projected changes for 2030

2.3 Trend 3: Higher affluent and lower HNWI - Large revenue pool untapped

By 2026, it is estimated that UHNWIs with assets exceeding USD 50 million are projected to
contribute only 12% to the total wealth management revenue pool. The remainder of 88% is
distributed between HNWI (29%) and Affluent (59%). While the lower end of affluent customers
(USD 0.3 - 0.5 million) is actively served by retail banks, and the higher HNWI (USD >10 million)
actively by private bankers, there is a vacuum for the customers between USD 0.5-10 million.
This customer segment’s needs are too complex to be served by the typical retail bank, but its
wealth is not enough for wealth managers to grant a full white glove* service.

Yet, this segment constitutes a huge market opportunity. It is simpler to be served than the current
target group is, and less likely to negotiate harshly the management fees. However, the expected
revenue per customer is much less than that of the top 20% of the highest wealth band. Therefore,

the cost to serve need to be reduced to meet a healthy cost-income ratio.

Total wealth management revenue pool in 2026E (in $BN)

UHNW
(>$50 M) 120
(54)

29%
HNW [REPS

($5-50 M)
(PAE)) Affluent

Source: Oliver Wyman Global Wealth & Asset Management Report 2022

Figure 4: Revenue pool in 2026

4 White glove service: premium assistance that's delivered with close attention to detail and an extra level of care
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2.4 Trend 4: Technological disruption accelerates competition

Private banking, traditionally rooted in personal relationships, faces heightened customer
expectations set by tech giants like Netflix, Google, Amazon, and Apple. These companies have
raised the bar for convenience and digital experience, compelling wealth managers to carefully
design and execute luxury experiences in the digital realm. For instance, Amazon, known for its
seamless shopping experience, has also influenced customer expectations. As customers
increasingly engage with seamless digital experiences, wealth managers must leverage state of
art technology to authentically replicate these expectations.

While Universal banks can deploy their experience with the digitization of retail and affluent
segments to their private banking divisions, pure play wealth managers have no rich experience
in the digital space.

Additional market contenders such as wealth techs are trying to attack the customer interface by

providing witty frontends and seamless processes.

WeathTechs examples

AuM (in billion USD) | YoY growth? (%) Unique selling proposition (USP)

Rebinhood p, = 89.0 39% 2023 Offers comm|53|0r_1-free trades of stocks, ETFs,
== and cryptocurrencies

A wealthfront BE= 50.0 8.28% 2023 Emphasis on passive investing, direct indexing for
_ high-balance accounts

| cotomen: | BES | wso | aw | awe o oo wih agonkiesed |
Socalble | HEE | ar | wes | | i mgenen sotre
LIQID| ™ | 20 [ sooocamaen | ame | Conbnes puse bk iperise wih e cos
|orcismninest | I | orna |- | owa S mesimens matetpace i acess
] B o [Pgmaes| oo st |
wikitotio| I | e |- e G e

1. AuM increase from previous year unless otherwise stated; Sources from public internet resources including company websites and industry reports

Figure 5: Wealthtech examples

Facing these innovations, wealth managers are either developing digital solutions or acquiring
wealth techs like these to stay competitive, leveraging their technology to bridge the digital gap in

the rapidly evolving financial sector.
3 Current digital offering of wealth managers in the DACH region

To understand the positioning of established wealth managers considering the mentioned market

trends, an outside-in assessment of the existing digital offerings was conducted.
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3.1 Assessment criteria

Our research on 52 samples wealth managers in the DACH region has showed that while most

pure-play wealth managers in the region offer digital banking through web and mobile platforms,

their services are not comprehensive. We assessed the institutions in 3 key dimensions.

Assessment criteria

- Efficiency of onboarding process :

1= compliance with KYC and identity |

Digital | screening standards !
onboarding | = the overall onboarding experience and O
! interface design e
] :

E = Digital communication channels, e

1= Responsiveness and availability of |

Digital client | Alichatbot support 1
engagement 1= Accuracy and relevance of information i
! provided, i

- Client satisfaction and usability i

E- Personalized investment strategy e

- 1= Efficiency of trading and rebalancing, i
Digital I d I
. , = Responsivenessto market changes 1
investment i 3 C I
) 1 = cohort wisdom and sales prediction 1
advisory ] '
] i

b e e e i

Source: CORE analysis

Figure 6: Assessment dimensions and criteria

This research is based on publicly accessible information and is intended to provide an 'outside-

Inexistent or Inefficient, time-consuming | h l- Streamlined, user-friendly digital

onboarding process with minimal digital I | onboarding with robust KYC and identity
integration u | verification processes

= Lacks user-friendly interfaces | | = High levels of data security

has weak data security protocols,and | '= A seamless user experience

poor compliance with KYC standards

Inexistent or limited, slow responding | E- Highly responsive, accurate Al/chatbot
Al/chatbot support with frequent " support
inaccuracies and or limited use cases 1= seamlessly integrated with banking

services

i
= Poor integration with banking services, | 1
leading to low client satisfaction and i !
usability issues "

Inexistent or generic, one-size-fits-all

investment funnels

= Inefficient trading, minimal risk insights,

slow responsiveness to market changes
= lack of client feedback integration.

ghly personalized investment funnels,
efficientand accurate
trading/rebalancing

= In-depth risk analysis with proactive
market responsiveness and strong
integration of client feedback

in' perspective. While we strive for accuracy with four-eyes principle, we acknowledge that it can

exhibit discrepancies due to the nature of the sources. As an independent third-party consulting

firm, we assure readers that we maintain a neutral stance in this assessment.

3.2 Result summary: wealth managers’ digitalization still in an early stage

The research result reveals that 90% of these banks lack digital onboarding, requiring the

assistance of a relationship manager for customer enrollment. Only 3% provide remote digital

advisory services for customers to distill a personalized investment strategy for a discretionary

mandate by themselves. On a more positive note, over half of these banks offer digital

communication channels, including secure in-app messaging and video conferences. This

research indicates that most wealth managers in the DACH region do not offer a comprehensive

digital solution and still heavily rely on a costly, non-scalable, relationship manager-centric

approach.

www.core.se/en//blog/hybrid-engagement-wealth-management @COREtransform GmbH 2024

CORE"


http://www.core.se/en/blog/hybrid-engagement-wealth-management

3.3 Detailed result by three markets

German wealth managers digital offering assessment

[l Overall score M Digital onboarding [ Digital Client Engagement

= Create investor profile in 15 min

= Access to central digital WM
team

= Interactive dashboard and
personalized investment strategy

N s
W oo
[ 205

H

= No digital onboarding for new
client

= Digital chat assistant and
mailbox

= Simple overview and evaluation

Digital investment advisory

= No digital onboarding
= ePostbox and e-signature
= Simple account overview

Consorsbank !

= No digital onboarding for new
client

= Innovative voice assistant “Kiu”

= Virtual portfolio views

= No digital onboarding
= Contact RM via app & Expt.

insight

= Portfolio value development

3 ODDO BHF

= No digital onboarding
= ePostbox and e-signature
= Overview of balance and sales

= No digital onboarding
= Access to documents
= Basic portfolio overview

= No digital onboarding
= Secure authentication app
= Interactive portfolio evaluation

= Mobile version not available in

Germany

= Portfolio overview and analysis

yyyyyyyyyyyyy

= No digital onboarding
= Video banking via MS Teams
= Portfolio overview

= No digital onboarding
= No mobile app only web solution
= Portfolio performance dashboard

= No digital onboarding
= No mobile app only web solution
= Advisory option unknow

M Overall score M Digital onboarding [ Digital Client Engagement

= Create investor profile online in
just a few steps

= Video counseling: Get advice via
video call from anywhere.

= Virtual portfolio views and
advisor consultation

R 2ss

= No digital onboarding; fill out an
online form for further contact

= Digital chat assistant and
mailbox

= Access your portfolio anytime for
personalized financial tips

Digital investment advisory

= No digital onboarding; fill out an

online form for further contact

= Contact advisor at your

convenience and receive prompt
notifications

= Access your portfolio anytime for

personalized financial tips

= No digital onboarding; fill out an
online form for further contact.

= Communicate with your private
banker via real-time audio, video,
and chat functionalities

= Access your portfolio anytime for
personalized financial tips

Source: Market analysis with 52 sample banks | CORE Research

= No digital onboarding; fill out an
online form for further contact

= Direct access to your Raiffeisen
advisor, user administration,
maintenance windows

= Access your portfolio anytime for
personalized financial tips

= No digital onboarding; fill out an

online form for further contact

= You can contact your personal

relationship manager

= Indivual portfolio can be

consulted at any time, contact
your advisor

T s

Figure 7: German and Austrian wealth managers digital offering assessment

= No digital onboarding;
= You can contact your personal

relationship manager

= Indivual portfolio can be

consulted at any time, contact
your advisor
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Swiss wealth managers digital offering assessment (1/2)

M Overall score M Digital onboarding [ Digital Client Engagement

Digital onboarding: Online
account setup within 5 minutes
Existing messaging / chat
function

Financing assistant integrated
for real-time expenses and
income overviews

Digital investment advisory

No digital onboarding
Existing messaging / chat
function

Overview on investment
insights, but lack of smart &
digital advisory

4,05
2,05

1,0/5

Online opening of account
quite progressed (website)
and comprehensible explained
Existing messaging / chat
function

No investment portfolio
overview, no smart digital
advisory services integrated

| Fr—
ey

No digital onboarding (simple
online formular)

No digital channels, only push-
notifications

Wealth overview existing, but
little sophisticated & no smart
digital advisory

No digital onboarding
Messaging / chat & call
function included

Latest information on markets
& investment / portfolio
overview, but no smart
advisory

bordier |

No digital onboarding

Existing messaging and
customer support function for
phone call options

Financial information provided,
but no smart and digital
advisory services integrated

1 Nafra Savasin

No digital onboarding
24/7 connected to RM via
message function

Basic portfolio overview

)
)
0O
<

No digital onboarding, but login
through face screening
Existing messaging / chat
function

Online information about major
financial markets, etc., but no
smart advisory existing

1,7/5 | * Partially digital onboarding with 1,3/5 | * No digital onboarding
obtaining User ID by post = Online communication to chat
1,055 |* Builtin encrypted 005 | With RM
CBH | & communication channel = Basic portfolio overview
- 3005 = Human-led advisory with good 3005
" digital access to dedicated N
AT relationship manager AT
= No digital onboarding: PIN 1,3/5 |* My LO as the e-banking
needed platform and G2 as the wealth
= Existing messaging / chat s 0,05 management platform
[ i function b = No digital onboarding, initial
e = Financing assistant integrated | LOVMBARD ODIER 20/ | contactby form
for real-time expenses and e ' * In-app messaging to your RM
income overviews = Overview of investments and
2,0/5 latest analysis
= No digital onboarding 1,3/5 | No digital onboarding:
= Existing messaging / chat Activation code needed
function 1065 " Included customer support for
BAU.”::;W(% CIE = Portfolio, performance & WBARCLAYS call

transaction overview, but no
smart digital advisory
integrated

No exiting smart analytics
offering personalized
investment advisory

No digital onboarding, only
online formular

Existing messaging / chat
function

No investment portfolio
overview, no dashboards, no
smart digital advisory

No digital onboarding:
Activation code needed
Existing messaging / chat
function

Individual portfolio
consultation, but no smart
digital investment advisory

‘Source: Market analysis with 52 sample banks | CORE Research

No digital onboarding
Existing messaging / chat
function

Portfolio overviews and
dashboards, but no smart
advisory function integrated

MIRABAUD

Figure 8: Swiss wealth managers digital offering assessment (1/2)

No digital onboarding: QR
code needed

Existing messaging / chat
function

Individual portfolio
consultation, but no smart
digital investment advisory
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Swiss wealth managers digital offering assessment (2/2)

M Overall score M Digital onboarding [ Digital Client Engagement Digital investment advisory

= No digital onboarding
Existing messaging / chat
function

= No digital onboarding
= Customer support and phone-
call options existing

Portfolio consultation &
financial analyses, but no
smart advisory services
integrated

= Overview on assets, but no
smart advisory

No digital onboarding
Existing messaging / chat
function

Rapid overview of finances,
but without clear portfolio
overview in numbers & no
digital advisory services
integrated

= No digital onboarding

Customer support and phone-

call options existing

= Overview on assets, but no
smart advisory

No digital onboarding
Integrated messaging / chat
function

Portfolio overview existing, but
little sophisticated & no digital
advisory

= No digital onboarding, but login
through touch or face ID

= Existing messaging / chat
functions, but no phone or
video call options integrated

= Overview on assets, but no
smart advisory

No digital onboarding
Integrated messaging / chat
functions

Online information about stock
exchange, but no investment
insights or performance
tracking & smart advisory
integrated

= No digital onboarding

= SecureMail service-exchange
emails and documents with
RM securely

= Client portfolio management
for independent asset
managers

No digital onboarding

Existing messaging / chat
function, but no phone or video
call options integrated
Overview on assets provided,
but no smart advisory
integrated

Julius Bir

= No digital onboarding

= Customizable dashboard and
call center available

= Asset breakdown and portfolio
consultation available from
RMs

No digital onboarding

Al empowered Search engine
built on MS Azure

Market insights and latest
exchange rates, but no smart
advisory function

& auTzwiLLER 8o

= No digital onboarding

= Lack of digital channels: No
existing messaging / chat
function

No mobile app nor web
banking, only website

1,2/5 | * No digital onboarding = No digital onboarding

= No messaging / chat function, A = Lack of digital channels: No
1,005 only push-notifications QL/ existing messaging / chat
: = Balances & transactions HOTTINGER function

overview, but no digital
advisory giving investment
directions

No mobile app nor web

15/5 banking, only website

1,05

= No digital onboarding

Lack of digital channels: No
existing messaging / chat
function

No mobile app nor web
banking, only website

1,2/5 i * No digital onboarding

No existing messaging / chat
1,05 function .

Investment analysis through
portfolio overview possible, but
no smart advisory

1,0/5

1,5/5

1,2/5 = No digital onboarding

Lack of digital channels: No

1,05 existing messaging / chat
function

= Portfolio overview, but no
smart advisory options

1,05

1,5/5

Source: Market analysis with 52 sample banks | CORE Research

Figure 9: Swiss wealth managers digital offering assessment (2/2)
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4 The need to transform

The market assessment confirmed that the digitalization progress in wealth management is not
far progressed. Even if the market players currently do not yet feel larger issues in their daily
business so this topic could be perceived as a minor problem, the lack of digital offerings could

become business critical in the foreseeable future:
4.1 Emerging client segments have different needs

As stated in the market trends, the great intergenerational wealth transfer will bring in next
generation clients. And the under-served upper affluent to lower HNWI segment is the next growth
opportunity. In comparison to traditional upper HNWI and UHNWI segments, these emerging
groups exhibit unique and distinct needs.

Next generation clients

This demographic is transitioning from the affluent category into higher wealth brackets. They are
either beneficiaries of substantial wealth transfer or self-made individuals, primarily through
entrepreneurship. Their key need from a bank is support in understanding and managing stock
portfolios, financial planning, and taxation. Given their mobility and the need for constant access,
these clients require round-the-clock banking advice and services.

Upper affluent — lower HNWI (USD 0.5 -10 million)

Customers of top private banks within the 0.5 -10 million EUR bracket have traditionally been
served in a primarily reactive manner. They would appreciate a more proactive and engaging
relationship with their bank. These clients, possessing substantial banking experience, require
investment services that are both straightforward and customizable. However, given the
demographic diversity of this segment, there is a varied demand for levels of human interaction.

Upper HNWI — UHNWI (> USD 10 million)

These customers expect the service to continue as-is. However, they too require access to a

seamless digital experience.

Customer segments and their needs

Future growth Opportunity Current Priority

l Next Generation clients g ‘ l Upper-affluent and HNWI A\\ﬂ l (U)HNWI 4“" ‘
—————————————————————————————————————— |fom—mmm—mmmomom—mme—eomo—mmmoemjremmm—-mmm—m—mm-m—e—-o-oooooooo-oon,
i = Conscious of sustainable and ethical 1 3 = Ask for simpler and customizable i i = Need sophisticated solution for complex |
1 investments i1 investment solutions i1 financial situation i
Product | = Prefer long-term financial planning and i 1 = Business growth advice i 1 = Expect holistic financial services and i
preference | goal-oriented approaches i1 (for entrepreneurs) and risk i1 concierge services supporting lifestyle !
; 3 ! management strategies ; ! goals !

: 0 \
i = Prefer digital-first, user-friendly { 3 ! i = Used to personalized, trusted advisory |
. i platforms i1 RM-affiliated i1 relationship i
pieacton | = Open for very new and advanced way of i 1 = Want to have control and act on their i | = Luxurious omnichannel delivery i
preference | interaction such as metaverse i1 own, but also need human guidance " g
; 3 i from professionals 3 ; 3
—————————————————————————————————————— S S S S A n SIS f D00 0000 0o 0o0oioiooooinionorornzoos,
i = Need nuanced financial education and | 3 = Generally, in good possession of i i = No need of additional financial i
1 guidance of investing, such as i1 investment knowledge and willing to i1 education and is willing to mandate RMs
DESImE i diversification and risk management i i learn more 1 for discretionary investment i
knowledge ' 1 ! 1 ' 1
' : 1 !
L e L i

Source: The Wealth Mosaic, Expectations of younger generations towards wealth management and the great wealth transfer

Figure 10: Current focus and future growth opportunities
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While the three different segments have varying needs, they share a common denominator: a
seamless digital experience combined with varying levels of personalized human-led service.

4.2 Traditional engagement model is not suitable to serve new client segments

Wealth managers offer private clients a broad variety of services and charge a management fee
on the assets under management (AuM). They service their clients historically through excellent
relationship managers and an array of subject matter experts such as art consultants, tax
specialist, and even lawyers. The revenue formula for wealth managers is simple: AuM multiplied
by revenue margin (normally in bps). Following the Pareto principle, where 80% of wealth is held
by 20% of the population, revenue drivers are primarily concentrated within the top 20% of a
bank’s customer portfolio. Due to capacity limitations of relationship managers (RMs) and the
high cost to serve, banks typically focus on proactively managing the highest AuM clients.

The “white glove service” provided by relationship managers has its strength in the analog

world:

The strengths of “white glove service” in the analog word

High-touch Luxurious Extensive Access to
human-led personalized delivery networks exclusive
solution (Location, events) communities
Providing Based on a deep Opulent office Access to the Exclusive events,
empathetic and understanding of locations and network of other such as private
trust-building the client's exclusive events high-net-worth dinners,
services with financial situation, || designed to create || individuals for investment
emotional support, || goals, risk a luxurious opportunities seminars, golf-club
navigating the tolerance, and environment for beyond traditional || fostering a sense
complexity in preferences client interactions financial advisory of community
markets services

Source: CORE research

Figure 11: White glove service strengths

However, this type of ‘white glove service' is not sufficiently scalable to expand the customer base
and pro-actively serve it in a meaningful, revenue-increasing way. This is due the incompatibility
of today’s high cost to serve structure with the smaller profits gained per customer. On the other
hand, clients in the upcoming segment have simpler wealth management needs. The traditional
white glove service and in-depth expertise would not be appreciated by the high-affluent to lower-
HNWI clients. In the worst case, the service could be perceived as unnecessary and expensive.
Lastly, relationship managers will not have the capacity to maintain such a high level of service

for each of their clients.
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4.3 Cost to serve too high: Digital tooling can improve the efficiency

The next generation clients and the high potential affluent clients will be the major force
contributing to the revenue pool of the future wealth management sector. To serve a larger and
different client segment, the current traditional client engagement model needs to transform to be

more effective and more cost-efficient.

Delivery model

Cost to serve

Traditional model’s cost to serve an average customer today in (U)HNW | $8-20K
Hybrid model can drop the cost to serve down to $2-8K
Digital-led model can drop it further $0.5-2K

Table 1: Average cost to serve in different delivery models®

Digital tools can reduce costs in three ways:

Reducing personnel cost: By automating repetitive and time-consuming routine tasks, such
as data entry, transaction processing, and document management, digital tools can free up
RMs to focus on client-centric activities, optimizing workforce and allocating personnel where
they add the most value. Digital tools also enable wealth management firms to scale their
operations without significantly increasing their workforce. As the client base grows, firms
can handle more clients with minimal additional staffing costs.

Reducing operating expenses: Operating expenses include rent, equipment, inventory
costs, payroll, marketing, insurance, and resources allocated for research and development.
Digital tools enable cost-effective communication with clients through video conferencing,
secure messaging platforms, a lot of expensive in-person meetings and associated travel
expenses can be saved. Marketing activities are also mainly focusing on online initiatives
which are more cost effective than traditional marketing campaigns. Moreover, most
administrative processes can be digitalized which saves time and money.

Avoiding investment errors and compliance risk: Digitalization streamlines portfolio
management tasks such as rebalancing, tax optimization, and performance tracking. These
processes become more efficient and less resource-intensive. Automating compliance
checks and reporting through digital tools can reduce the risk of regulatory fines and the costs

associated with manual compliance efforts.

In addition to cost savings, the adoption of suitable technologies enables mass personalization
and overcomes the bottleneck of human capacity. A data-driven approach empowers relationship
managers to efficiently cater to a large clientele, ultimately enhancing customer value and

satisfaction.

5 Deloitte, Robo-advisory in wealth management

www.core.se/en//blog/hybrid-engagement-wealth-management @COREtransform GmbH 2024

CORE"


http://www.core.se/en/blog/hybrid-engagement-wealth-management

5 The challenges to transform

In the face of competition from digital native wealth techs and universal banks equipped with
robust digital capabilities, pure-play wealth managers must take proactive steps to avoid falling

behind in response to market trends and the need to transform.

However, established and pure-play wealth managers in most cases need to face some

challenges:
5.1 Technology: Lack in digital capabilities

Certain digital capabilities are crucial, including advanced data analytics for personalized
marketing and sales facilitating, omnichannel integration capability and accessibility, Al-enhanced
client interaction, data-driven investment advisory, automated reporting and RegTech solutions.
However pure-play wealth managers often lack such digital capabilities.

Many of pure-play wealth managers still operate with outdated technology infrastructure, which
hampers their ability to effectively implement digital engagement models. Furthermore, the online
presence may be weak, which can lead to a poor customer experience, making it challenging to
attract and retain tech-savvy customers.

5.2 Money: Costly initial investment and heavy technology debt

The burden of heavy technology debt is a major obstacle for pure-play wealth managers looking
to transition to new models. Many of these banks rely on legacy systems that were not designed
for modern digital interactions. These outdated systems often lack the flexibility and integration
capabilities needed to support digital engagement effectively. Moreover, modernizing legacy
systems to support digital models can be costly and complex. Integrating new technologies with
existing infrastructure while maintaining reliability and security is a significant challenge.

5.3 Organization: Not ready for change management

Adapting to new engagement models often requires a fundamental shift in the organization's
culture and practices. However, pure-play wealth managers may encounter resistance to change
within their organizations. RMs may be hesitant to embrace the changes necessary for adopting
these models, leading to slowdowns and internal friction.

Skill gaps can be another issue, as RMs may lack the necessary expertise to operate in a more
digitally oriented environment, offering extensive training and development programs to align the
organization's culture with the demands of digital transformation is a task that requires ongoing

effort and commitment.
5.4 Compliance: Data privacy and security concerns

One critical challenge is compliance, with a particular focus on data privacy and security concerns.
As the financial industry is highly regulated, wealth managers entering the digital realm must
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navigate a complex web of rules and regulations to ensure their online operations meet stringent
legal and ethical standards. The digital transformation involves processing and storing sensitive
client information and transaction data online, which raises significant compliance hurdles.
Besides adhering to the General Data Protection Regulation (GDPR) in Europe, wealth managers
must also address regional data protection laws, such as the Personal Data Protection Act
(PDPA) in Singapore, the UK Data Protection Act, or Switzerland's Federal Act on Data Protection
(FADP), depending on their operational regions.

These banks must provide robust assurances to clients that their confidential data remains
impervious to cyber threats and breaches. Moreover, given the dynamic nature of compliance
standards across various jurisdictions, continuous adaptation is essential, especially for banks
engaged in cross-border operations. Thus, maintaining a thorough understanding of compliance
with a diverse range of relevant laws and regulations is essential to ensure ethical and legal
standards are consistently met in the ever-evolving landscape of financial services.

5.5 Brand and value proposition: Balancing high-tech and high-touch

It is ideal to segment different clienteles into different types of engagement model, however, in
reality, it is much more difficult to implement. Even within the same segment, customer
preferences can vary significantly, with some clients seeking face-to-face interactions, while
others prefer automated, digital experiences. Finding the optimal allocation of resources to meet
the diverse needs of the customer base can be complex.

Digitalization can help wealth managers increase the scalability of their business model
significantly. However, it also gives rise to another problem: as the bank broaden its customer
reach, will the premium or even luxurious brand value be diluted?

Therefore, balancing high-tech and high-touch in a scalable and customer-centric manner without
diluting the brand value presents a significant challenge for the pure-play wealth managers.

6 The hybrid wealth proposition as a promising solution

So, what is the recommendation to digitalize and transform the wealth management business

model to the changing market requirements?
6.1 The high-level strategy: Attract — Activate — Retain

Wealth managers are navigating two essential priorities. Firstly, they must preserve their core
clientele — High Net Worth Individuals (HNWIs) and Ultra High Net Worth Individuals (UHNWIs)
— who expect and receive bespoke white-glove services. Maintaining this standard is crucial as
it distinguishes wealth managers in a competitive market. Secondly, wealth managers must
prepare for impending growth by engaging the next generation of clients and tapping into the

potential of the 1-10 million EUR segment, which presents a substantial market opportunity.
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To thrive within each segment, a tailored strategy is imperative. These strategies must align with
the bank's unique positioning and the specific needs of its clients. While strategies will vary, this
publication offers a high-level approach for addressing the key objectives of attracting, activating,

and retaining clients across segments:

High level strategy

Future growth Opportunity Current Priority

|[ Affluent and lower HNWI || HNwWI |

l Next Generation clients

& pA i

Attract Activate Retain

= Provide digital hybrid service with
advanced technology experience

= Offer more sustainable and ethical
investment options and products in
private market

= Provide financial education and

= Instead of dedicated RM, offer multi-
disciplinary advisory team

= Provide intuitive, omnichannel and
seamless digital experience

= Provide simpler and modular
investment services to enable clients

= Keep current human-led bespoke
“white-glove” services

= Offer state-of-art digital options

= Technology-powered luxurious
experience: e.g. collaboration with
luxurious brands in NFT collections

guidance pick their needed service modulars

Source: CORE research

Figure 12: High level strategy

6.2 Hybrid engagement model for different client segments

Hybrid engagement model

For future growth segments For traditionally prioritized segment

il W @)

Wealth

Art Tax

Dedicated team of experts allocated to one client

Art Wealth Tax Legal Access Legal Access

B
B

B

Bo
B Bo
B
B Bo
E®
B0 (8o
EE

Delivery
model Pool of relationship managers and experts

= Core value proposition remains as-is on personal connection

= Client defines way-of-interaction, location and team of experts

= His personal relationship manager(s) cater to all his needs and
select relevant experts based on client needs

= Customer journey, beginning at the onboarding,

can be fully digital
= Customers can book digital appointments on demand
= Advisor is selected from a pool of experts

Source: CORE analysis

Figure 13: Hybrid engagement model

A hybrid engagement model is a strategy that integrates traditional, human-driven advisory
services with data-driven digital solutions to meet the diverse needs and preferences of various
client segments. This model aims to capitalize on the strengths of both a high-touch relationship
manager-led approach and a high-tech digital tool to effectively serve a broader range of clients

and enhance their overall experience.

By applying varying degrees of digitalization tailored to different client segments, the hybrid
engagement model empowers wealth management firms to strengthen their existing priorities

while unlocking future growth opportunities.
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6.3 Key client experiences included in the hybrid engagement model

A comprehensive overview of the within the hybrid wealth management engagement model,
highlighting the progression from initial exploration of the offering to the utilization of banking

services.

Typical customer journey and current digital offering of wealth Managers *

Discover ’ Onboard ‘ Goals ‘ Invest ‘ Consult ‘ Education ‘ Banking .

SO Explore before | Become a i Make wealth ! Customize i Consultyour | Engage on  Transactions,
journey investing ! new client ! goals and plans | investment 1 advisor ! market insights | payments,

: : | strategy : : | loans...

i i i i i i
CUTER Not available i Need to contact | Dedicated 1 Discretionary 1 Make i Market news with! Online banking
market before | RM to become a ; financial advisor | core investment | appointment and | no or little | not compre-
offerin onboarding for  new client ! to assist planning | with satellite  discuss with RM  personalization i hensive enough

9 most PBs I I | options 1 in person I : to cover all
Key features required to implement hybrid engagement model along the customer journey

Digital-hybrid
delivery *— [ Full customer journey with self-service options enhanced by Al and multidisciplinary advisory team —
Digital 2] Visualized wealth overview and interactive
advisory portfolio simulation

o] Al enhanced advisory with real time
risk notifications

—n Investment insights and Customized
engaging content

. Com_prehensw_e__
trading capabilities

Support - Full digital onboarding | -—H Daily
element include risk profiling banking

-~ E! Digital communication channels: Secured massaging, built-in conference call with transcript function, co-browsing —

—e

—
o

-~ E! Advanced data analytics to increase the accuracy of investment advice and improve client experience along the customer journey —
Source: CORE research 1. Based on CORE research on 52 wealth managers in the DACH region

Figure 14: Key features required to implement hybrid engagement model along the customer journey

From initial curiosity to dynamic wealth management, the hybrid engagement model guides
clients through a seamless journey of financial discovery, planning, and growth. At every step,
from intuitive onboarding to personalized investment strategies and diligent advisory support,
clients are empowered to navigate their financial landscape with confidence. Engaging
interactions and streamlined banking transactions further enrich the experience, ensuring that
every aspect of wealth management is accessible, informed, and aligned with our clients’

ambitions.
7 Tackle the challenges

Expanding upon the challenges wealth managers face when adopting a hybrid engagement
model, as detailed in the preceding chapter, this subsequent section provides insights on how to

effectively address and overcome those previously outlined issues.

To navigate these obstacles and support wealth managers in integrating a hybrid engagement
model, COREtransform has developed a proprietary framework including the following
dimensions: Value proposition & brand consistency, client engagement strategy, technology &

data, partnerships, change management, and compliance & security:
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Strategic framework

Dimensions Fundamental questions

[ Value What is our purpose & mission and are both aligned with our core
0 Proposition & @ values? Do we understand our clients’ needs and pain points? How can
Brand Consistency we support them with our digital solutions? How can we sell our story?

What are the engagement objectives? How to develop a communication
) Engagement and engagement strategy? How to measure the effectiveness of our
Strategy engagement strategy?

\| P i scninii chmiogies do we nesid 0 i owisie T
Proposition % 9 Technology
& Brand g
§ (

What scalable technologies do we need to prioritize? How is the
Who are our partners and how do we identify them? How do we
—t® «é’/g ?} Partnerships collaborate with them? How do we benefit from them and how do they

solutions? Which technology stack is required?

underlying IT architecture impacted by the offering of the digital
benefit from us? Where is our focus and strength?

Aa'fnersh'\‘"" 77777777777777777777777777777777777777777777777777777777777777
How do we adopt a culture that prioritizes adaptability and embraces
e Change @ change? Do we have a robust framework in place that includes change
9} - TR T initiatives? What kind of communication channels do we provide?

[ . Is our technological infrastructure robust and does it protect clients’ data?
?) ggﬂl'::t';‘”ce & Do we have appropriate compliance and security measures in place?

Figure 15: Strategic framework to tackle the challenges.

CORE has the privilege of supporting both mid-sized wealth managers and large banks on their
digital transformation journey, from strategy to implementation. Our experience gives us a deep
understanding of market trends, needs, challenges and potential obstacles on your upcoming
transformative journey. As a trusted partner, EPAM provides CORE with a high degree of

adaptability and management of their sophisticated technology transformations.

Our methodology commences by elucidating the goal and underscoring the significance of these
dimensions. Subsequently, the requisite measures are detailed and concluded by outlining

actionable steps and best practices.

7.1 Define clear value proposition to ensure brand consistency

A key strategic business objective is to establish a robust value proposition and maintain brand
consistency to ensure a compelling presence. Coupling these elements produce a strong and
memorable brand that resonates with well-informed customers.

To achieve brand consistency, a business must:

e |dentify a clear purpose, mission, and aspirations aligned with core values such as integrity,
trust, and expertise.

e Understand client needs, preferences, and challenges by conducting surveys or focus groups
and segmenting target client groups accordingly.

e Blend technology with personalized services, including the development of comprehensive
digital platforms and a digital advisory team, real-time notifications, and user-friendly
interfaces for independent online transactions.

e Offer educational support for clients unfamiliar with digital tools, encouraging informed
financial decisions.

e Communicate the unique value proposition and narrative to differentiate the brand from

competitors.
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e Collect and analyze client feedback to refine the value proposition and adapt services to
ever-changing client needs.

Wealth managers need to formulate a value proposition that integrates high-tech and high-touch

elements within a hybrid engagement model. This enables clients to choose their preferred mode

of interaction and helps the brand to build trust and stand out in a competitive marketplace.
7.2 Develop a client engagement strategy

Creating a customized digital-hybrid experience is essential after identifying and segmenting
clients. This engagement strategy, tailored to each client group's preferences, aims to bolster

relationships.
Key elements of a successful engagement strategy involve:

e Establishing engagement Goals: Define clear objectives for the engagement strategy, such
as increasing client retention rates or enhancing cross-selling opportunities.

e Designing a communication approach: Develop a communication strategy that fits both client
expectations and the bank's strengths. This includes:

e Creating a balanced mix of digital and personal approaches, letting clients set their content
and engagement options.

e Identifying essential channels, touchpoints, and ideal communication frequency for proper
client interaction.

e Evaluating effectiveness: Consistently measure the success of engagement strategies,
adapting based on feedback and obtained results, with metrics like client satisfaction and net

promoter scores.

By following these steps, wealth managers can cultivate an effective, client-centric engagement

strategy that encourages long-term loyalty and satisfaction.
7.3 Identify technology requirements and close the digital capabilities gap

The objective is to implement a range of digital solutions, both back-end and front-end, to boost

scalability and client experience in wealth managers.
Achieving this target involves:

e IT Architecture & Infrastructure: Design an effective IT strategy that aligns with the
business strategy. Assess existing infrastructure and consider transitioning to cloud services.
e Core and Surrounding Banking System: Implement a suitable core banking system like
IMSplus, Extend, Wealth in One, or Altimis, known for strong integration capabilities.
Implement and integrate surrounding systems such as compliance & risk management,

investment & fund, and CRM systems seamlessly.
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o Data Platform and Analytics: Build a compliant data platform to leverage customer data
and provide personalized experiences. The platform should have strong analytical
capabilities, ideally enhanced by Al.

e Al and Generative Al: Apply Al and GenAl for various functions. This might include
enhancing customer engagement, identifying and converting prospective clients, enhancing
visual interaction of portfolio simulations, creating smart chat bots, and strengthening robo-
advisory capabilities.

e Multi-channel customer experience: Superior UI/UX design is vital for a premium customer
feel in the digital space. Managing clients across multiple channels without information

asymmetry requires real-time data processing capabilities.
7.4 Engaging in partnerships

When applying a hybrid engagement model, forming partnerships may be an effective strategy
to access new technologies, tap into new markets, enhancing our ability to serve clients with more

advanced digital solutions, while maintaining a focus on our primary areas of expertise.
To achieve this, the following steps must be considered:

e Identifying potential partners whose core values align with your private bank, ensuring a
mutual benefit, through methods such as market analysis or research, attending industry
conferences and networking events or by simply connecting with innovative startups, such
as fintech incubators or accelerators, that are looking to collaborate with established financial
institutions

e Once a suitable partner is identified, determining the most effective way to collaboratively
serve the client base.

o Determine the division of responsibilities for each aspect of the service or product
between the partners.
o Establish which areas to concentrate on your core strengths, where to utilize your

expertise, and what to delegate to your partners.

Partnerships are vital as they allow for the sharing of risks and expenses, maintaining a
competitive edge in the fast-changing financial sector, capitalizing on combined expertise, and

accelerating innovation.
7.5 Navigating through change

Change management is critical in wealth management to stay agile, meet evolving client needs

and respond flexibly to global financial landscape changes.

To manage change efficiently, wealth managers should consider steps like:
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e Fostering a Culture of Adaptability: Embrace a culture that values adaptability, resilience,
and continuous learning across all levels in the organization. This could involve leadership
demonstrating commitment to new platforms and conducting regular training sessions.

e Implementing a Robust Framework: Use a robust framework for assessing, planning and
executing change initiatives. This ensures alignment with broader business objectives. For
instance, establish a structured approach to integrate digital assets into the bank's offering
that includes market analysis, risk assessment, compliance checks, and clear guidelines for
advising clients.

e Effective Communication Channels: Provide efficient communication channels for
information dissemination and feedback collection. This could involve establishing a
communication plan, detailing how changes are communicated to clients and staff, and how

feedback is gathered to refine the system.

By utilizing efficient change management tools and methodologies alongside fostering an agile
culture, wealth managers can navigate through changes more effectively. This will aid in the

successful transition to a hybrid engagement model that best serves their diverse client segments.
7.6 Applying compliance measures and mitigating data privacy concerns

In the digital-centered, hybrid engagement model, data security and privacy are critical. The aim
is to safeguard sensitive client information and adhere to regulatory standards to prevent financial
misconduct and breaches.

The following essentials should be addressed for data protection and compliance:

e Robust Technological Infrastructure: Implement a secure, advanced technological
infrastructure that can defend against threats through data encryption, multi-factor
authentication, and robust firewalls.

e Regular Audits: Perform both internal and external audits to ensure continuous adherence
to data protection measures and identify areas of improvement.

e Cultural Emphasis on Data Privacy: Promote an organizational culture prioritizing data
privacy with staff training in technical and ethical aspects of data protection.

e Access Controls: Establish strict access controls and authentication methods to limit data
access to authorized personnel.

¢ Incident Response Plan: Develop a detailed incident response plan to address data
breaches or security incidents promptly and effectively.

e Vendor Due Diligence: Conduct due diligence on third-party vendors and service providers

to ensure their adherence to robust data privacy and security standards.

Clients should also play an active role in protecting their data through strong passwords, multi-
factor authentication, and awareness of cybersecurity best practices. Blockchain technology can

further enhance security.

www.core.se/en//blog/hybrid-engagement-wealth-management @COREtransform GmbH 2024

CORE"


http://www.core.se/en/blog/hybrid-engagement-wealth-management

Stringent compliance measures combined with proactive client engagement can effectively
mitigate data privacy concerns, creating a secure digital environment aligned with regulatory

requirements.

8 Conclusion

In conclusion, the wealth management sector is undergoing significant changes. The increasing
pressure on profit margins, the impending intergenerational wealth transfer, and the rise of
technology are reshaping the market. The traditional ‘white glove service' is proving to be costly

and not scalable enough to cater to the new customer segments.

The future of wealth management lies in successfully integrating high-tech and high-touch
elements within a hybrid engagement model, creating a customized digital-hybrid experience

tailored to each client group's preferences.

However, Wealth managers are facing challenges to adopt the hybrid engagement model in
strategical, technological, financial, organizational, regulatory levels. To navigate these
challenges, CORE provides a strategic framework that will empower wealth managers to navigate

market shifts and continue to thrive in the evolving financial landscape.
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