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SWITZERLAND

Threat of US investigations drives
Pictet and Lombard change: PwC
The threat of further US investigations was
one of the key reasons for Swiss banks Lombard Odier and Pictet to end their centurieslong tradition of unlimited partnership, an
industry analyst has suggested.
Private banks Lombard Odier and Pictet
separately announced an end to their unlimited partnership on 6 February.
The shift comes a month after Switzerland’s
oldest bank, Wegelin & Co, closed down after
pleading guilty to charges of conspiracy in
helping more than 100 US taxpayers avoid
paying up taxes to the Internal Revenue Service (IRS) on up to $1.2bn held in offshore
accounts, for almost a decade.
Lombard Odier and Pictet said the shift
away from unlimited liability had been a longdebated call, and that it had “nothing to do”
with Wegelin’s recent tragic fate.
Director of corporate finance at PwC
Zürich Martin Schilling said he saw three
main reasons for Pictet and Lombard Odier’s
shift in structure, with “the US-claim risk
being the main driver, as well as risks that
could come from other jurisdictions”. Owner
personal risk and flexibility were the other
two main drivers, he added.
PBI understands that Pictet & Cie’s wealth
management unit, which dealt with US clients,
will still be under US authorities’ scrutiny.
While Pictet said the U-turn was “a way of
improving the coherence of the group’s organisation”, Schilling said the large Swiss private
banks’ move came as no surprise as “they
took into consideration the case of Wegelin”.
“It makes absolute sense for the bigger
banks to move away from limited liability
because a potential claim emanating from the
US could be quite heavy for owners,” he said.
The departure of Pictet and Lombard Odier
means the Swiss Private Bankers Association,
whose members still act under unlimited partnerships, will be reduced to nine (see table).
Schilling said that the future could see some
of these banks with unlimited liability shifting
towards an independent asset manager model,
while others could become more risk averse
or stay put.
“Frankly speaking, I don’t think we will see
many other smaller banks [left in the group]
taking the same road in the next few weeks or
months,” said Schilling.
Consultants at PwC say to expect consolidation in the Swiss market over the next two
to three years, with “a number” of smaller
banks disappearing as a result of M&As or

an increased number of liquidations.
Both banks said the shift did not mean they
were looking for an increase in capital to fund
overseas expansion.
Following the change, Lombard Odier’s
banking activities in Switzerland will remain
under the ownership of its existing eight managing partners, and will be managed as a limited company – which is already the case for
all operational subsidiaries of the group.
The new legal structure will become the
holding company of all operating entities of
Lombard Odier Group, which saw a 15%
increase of its assets under management to
$205.9bn as of 31 December 2012.
As for Pictet, the group’s Swiss bank, currently the only operating entity that has the
legal form of a general partnership, will
become a limited company alongside its Luxembourg, Nassau and Singapore divisions.
According to Pictet, the bank will gain in
consistency and transparency, as the new
structure requires the banks to publish a consolidated annual report for the groups.
While the new structure will bring together
the management of its group operating companies, the bank will also implement an independent supervisory board for the corporate
partnership structure.
The new legal structures will take effect
on 1 January next year, subject to regulatory
approval from Swiss authorities. 
■ SWISS PRIVATE BANKS WITH UNLIMITED
LIABILITY

And then there were nine…
Association members

Year of departure

Baumann & Cie

-

Bordier & Cie

-

E Gutzwiller & Cie

-

Gonet & Cie

-

La Roche 1787 Privatbanquiers

-

Mirabaud & Cie

-

Mourgue d’Algue & Cie

-

Rahn & Bodmer Co.

-

Reichmuth & Co.

-

Julius Baer & Cie

1975

Lombard Odier & Cie

2014

Pictet & Cie

2014

Sarasin & Partners

1987

Source: Swiss Private Bankers Association
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Deutsche Bank’s
AWM full year pre-tax
income slumps 83%
Deutsche Bank’s Asset and
Wealth Management (AWM)
division’s pre-tax income
dropped sharply by around
83% on a full-year basis with a
€782m ($1bn) slump reported
in 2012.
Pre-tax income fell to €160m
($216m) in 2012 from €942m
in 2011.
Net revenues at the AWM unit
also dropped 6%, or €72m to
€1.1bn in the fourth quarter of
last year when compared to the
fourth quarter of 2011.
The decrease was mainly
driven by €65m effects from
mark-to-market movements
on investments held to back
insurance policyholder claims
in Abbey Life, as well as lower
revenues of €34m in Alternative
Fund Solutions due to reduced
demand for hedge fund products, said Deutsche Bank.
However for the full year,
AWM revenues increased by
€189m to €4.47bn on a year to
year basis from €4.2bn for the
year 2011 representing a 4%
rise.
Deutsche Bank has changed
the structure of its financial
reports giving much less insight
into the performance of the
wealth division, beyond these
top line figures.
The bank no longer breaks
out its wealth unit’s invested
assets, however based on its
third-quarter 2012 figure of
€296bn and the AWM’s fourthquarter performance, PBI estimates wealth assets to be static.

Julius Baer AuM up
11% with record high
Julius Baer Group’s assets
under management (AuM) have
reached new highs as the private
bank reported an 11% rise in
AuM on a full-year basis.
At end-2012, Julius
Baer’s AuM hit CHF189bn
($207.6bn), from CHF170bn in
the same period in 2011.
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The bank reported more than
CHF280bn in total client assets
by 1 February 2013, with AuM
accounting for more than CHF200bn at the same period.
Pre-tax profits went up by
10% to CHF521m, while
adjusted net profit increased by
8% to CHF433m.
Excluding a one-off tax-related Germany payment in 2011,
adjusted profit before taxes
declined by 3%, adjusted net
profit by 4% over the period.
Total client assets, including
assets under custody, grew by
7% to CHF277bn, from CHF258bn on a full-year basis.
The bank reported a 4.23%
rise in cost/income ratios of 71%
in 2012 from 68% in 2011.
Julius Baer disclosed it
acquired a 60% equity participation in TFM Asset Management (TFM) in January 2013 in
a bid to strengthen its presence
on the Japanese private wealth
market.

UBS wealth units
buoy poor 2012 group
results
UBS reported a full-year group
loss of CHF2.5bn ($2.7bn)
while its wealth unit posted net
new money up CHF11.3bn for
2012 to CHF46.9bn ($51.5bn).
Switzerland’s largest bank by
assets suffered substantial losses
due to the $1.5bn fine imposed
by regulators in the US, UK and
Switzerland relating to Libor
rate manipulation.
In its fourth quarter alone,
the bank registered a CHF1.8bn
($1.9bn) net loss compared with
a CHF323m ($354m) profit in
2011.
Combined wealth management businesses’ pre-tax profit
was of CHF 2.9bn ($3.1bn).
UBS’s Wealth Management
Americas achieved record full
year pre-tax profit up by 40%
to $873m while net new money
increased by $8bn to $22.1bn.
Of the full-year invested
assets, CHF821bn were attributable to wealth management;
CHF772bn were attributable to
wealth management Americas.

Pre-tax income up
71% but flat revenues
for Credit Suisse
Credit Suisse Private Banking &
Wealth Management posted a
71% rise in pre-tax income, but
flat net revenues in the fourth
quarter at CHF 3.3bn ($3.64bn)
on a quarterly basis.
Pre-tax income rose 71% on a
yearly basis to CHF911m from
CHF532m, but decreased on a
quarterly basis from CHF936m
in the third quarter.
The pre-tax income benefit
was the result of “strategic initiatives”, said Credit Suisse.
Net revenues were up around
CHF300m on a year-on-year
basis.
Credit Suisse announced the
creation of a combined private
banking and wealth management division by end-2015,
to Assets under management
(AuM) of CHF1.25bn were stable compared to third-quarter
2012, and up around 6% yearon-year.
Net new assets fell on a
yearly basis to CHF10.8bn
from CHF46.6bn in 2011, or a
76.8% decrease, due to adverse
Western European outflows and
the Clariden Leu integration.
Wealth management clients
contributed net new assets of
CHF2.9bn, particularly from
emerging markets and from
ultra high net worth individual
(UHNWI) clients, partially
offset by outflows in Western
Europe, the bank said.

Barclays reports 52%
rise in 2012 pre-tax
profits
Barclays’ wealth and investment
management unit reported a
52% increase in full-year profit before tax (PBT) to £315m
($491m) and a 13% increase in
client assets to £186bn ($290bn)
over the same period.
The results were principally
driven by a raise in net new
assets in the high net worth
(HNW) business, the bank said.
The UK bank also reported

total income growth of 4% to
£1,815m ($2,830m). Return on
average equity improved slightly
from 10.9% in 2011 to 13.9%
in 2012.
The wealth unit’s cost-income
ratio in 2012 was 81%, lower
than the 86% in 2011.
Alongside the results,
Barclays delivered the results of
its strategic review, Transform,
which included announcing the
closure of its controversial structured capital markets (SCM)
unit.
Barclays strongly denied any
link between the SCM unit and
its wealth business.

BNP Paribas wealth
unit AuM up 8.6%,
revenues down
BNP Paribas’ investment solutions (IS) unit which includes
the banks’ wealth management
unit reported declining revenues
(4.1%) despite good assets
under management (AuM)
growth by the wealth business
(8.6%) over the full-year period.
The wealth management and
asset management unit’s revenues fell to €2.83bn ($3.77bn)
from €2.95bn ($3.95bn) for the
year period, but grew 1.8% in
the fourth quarter of 2012 compared with the fourth quarter of
2011.
The wealth unit reported
AuM of €265bn for the year to
31 December, up from €244bn
in 2011. Net asset flows fell to
-€0.5bn in the fourth quarter,
compared to €0.8bn in the previous quarter.
Operating expenses were also
down 4.1% over the year, to
€2.1bn in 2012 from €2.2bn in
2011, but were up 7.5% on a
quarterly basis to €560m from
€521m in the third quarter.
Operating income at BNP
Paribas grew 2.2% over the fullyear period, but was up 78.5%
on a quarterly basis over the
year, from €130m in the fourth
quarter of 2011 to €232m in the
fourth quarter of 2012.
The cost/income ratio in its
wealth unit was flat over the
year at 75.1%, but down 0.5pt
on a quarterly basis. 
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UBS fined $14.7m for mis-selling
AIG funds by UK regulator

BNP Paribas to expand Asian wealth unit

The Financial Services Authority (FSA) has
fined UBS $14.7m for exposing customers
to unacceptable risks in the sale of the AIG
Enhanced Variable Rate Fund.
UBS sold the AIG fund to about 2,000
wealthy investors between 2003 and 2008
with approximately $5.4bn in initial investment, according to the FSA.
The fine is the latest in a series of penalties the Swiss bank is set to pay. It was fined
$1.5bn last December for its part in the Liborrigging scandal and $30m for unauthorised
transactions. Coutts, RBS’s wealth management unit, was fined $9.8m by the FSA in
November 2011 for failings relating to the
sale of the same AIG fund.
The FSA’s report revealed that a large part
of those AIG funds were mis-sold exposing

customers to considerable risks and losses,
especially after the Lehman Brothers’ crash
that caused a sudden fall in the AIG’s share
price. The incident does not affect current client investments.
The bank is to pay an estimated $15.5m in
compensation to customers. As UBS agreed to
settle at an early stage, the initial $21m fine
was reduced by 30% to $14.7m.
“UBS’s conduct fell far short of what its customers deserved and what the FSA requires.
It failed to ensure it understood the product it
was selling, failed to recommend it to the right
customers and failed to take effective action in
the financial crisis when the problems with the
Fund came to the fore,” said Tracey McDermott, director of the FSA’s enforcement and
financial crime section. 

M&A

Julius Baer finalises acquisition of Merrill
and begins integration
Swiss private bank Julius Baer has announced
the finalisation of its acquisition of Merrill
Lynch’s international wealth management
business (IWM) outside the US from Bank of
America (BofA).
The first step of the transfer of BofA’s business started on 1 February with the integration of the Geneva-based Merrill Lynch
Bank (Suisse), and its branches in Zurich and
Dubai, United Arab Emirates.
Merrill Lynch Bank (Suisse), which has
around CHF11bn ($12bn) assets under management, is expected to be merged into Bank
Julius Baer in summer 2013.
The IWM entities, financial advisors, their
client relationships and related assets under
management will be shifted to Julius Baer during the deal’s two-year business transfer and

integration phase.
After the acquisition was announced in
August 2012, Julius Baer raised $492m to
fund the deal on 18 October 2012, before
enlisting former Merrill Lynch senior executives to support the integration of the IWM in
January 2013.
Commenting on the acquisition, Julius Baer
CEO Boris FJ Collardi said that the acquisition will “boost” its private banking business
and boost its presence in key growth markets.
Julius Baer has offices in more than 20 countries worldwide.
The Swiss bank said it also expects to
strengthen its presence in emerging markets
with additional offices in Amsterdam, Bahrain, Beirut, Dublin, India, Luxembourg,
Madrid and Panama. 
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STRATEGY

BNP Paribas is to expand its wealth management
businesses in Asia.
The wealth unit held €30bn in assets under
management (AuM) at end-2012 in the region,
and was ranked eight in terms of bank’s AuM
in Asia, according to the PBI Asia-Pacific Top
20 survey.
Part of the group’s expansion in the region,
the wealth unit is hoping to increase its
client base, espec ially t arget ing the growing
entrepreneur and ultra high net worth (UHNW)
segments, the bank conf irmed.
In co-operat ion with the bank’s corporate
and investment bank ing business, the wealth
unit is expec ted to strengthen its local st af f
numbers. The bank said the wealth unit,
through its Asian expansion, is aiming to be
one of the top three players in the region.
Det ails of the expansion for 2014-2016 are
expec ted to emerge during BNP Paribas’ fullyear results announcement next year.
RESEARCH

Russia haemorrhaged $211.5bn in illicit
financial outflows since 1994: report
The Russian economy haemorrhaged US$211.5bn
in illicit financial outflows from 1994 through
2011, according to a report by consultancy Global
Financial Integrity.
The study, Russia: illicit financial flows and
the role of the underground economy, estimated
Russia’s underground economy at 46% of GDP per
year over the period.
Illicit flows and the underground economy
both grew significantly over the period, driven
by an overall deterioration in governance and
widespread tax evasion. Banks are still owned
and controlled by criminals and there is no
requirement order to investigate backgrounds
of suspicious transactions or to record such
information for follow up by regulatory agencies,
the report stated.
The study also described a lack of effectiveness
of the financial sector’s sanctioning powers in
the country.
RESULTS

Berenberg continues expansion
German private bank Berenberg has expanded
its headcount from 1,110 in 2011 to 1,116
in 2012, against the trend of job cuts in the
industry. Berenberg now employs 152 people in
London (up nine), 79 in Zurich (up five) and 59 in
Frankfurt (up three).
It announced a posit ive year in 2012 with a
net prof it for the year of €60.2m (2011: €56.1
million; up 7.3%), the fourth-best result in its
423-year history.
Client commissions rose by 55% in 2012,
while the bank’s cost-income rat io flat tened
(to 76.5% in 2012 from 75.9% in 2011). Assets
under management grew strongly, from €26bn
to €28.2bn (up 8.3%).
Tot al assets rose by 8.2% to €4.3bn on
account of higher client deposits. 
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The great white hope for global banking
Wealth management is an attractive business in comparison with the other lines at the big global banks,
new research contends. One key factor is that wealth advisory requires much less capital under the Basel III
regime as still-anaemic banks seek to regain past profi tability

N

ew analysis has confirmed that wealth
management provides significant
expansion potential for the banking
industry. A rebound in revenues from
current low levels makes wealth advisory
much more promising than investment or
retail banking, according to Kian Abouhossein, the widely followed European banking
analyst at JP Morgan Cazenove.
The only banking business with this
“structural growth outlook” is wealth management, he asserts. While the revenue
environment in wealth management is still
depressed, after the financial crisis hit in
2007, this should turn out to be “purely
cyclical”.
And while there are some headwinds for
the wealth industry, chiefly from tax treaties and regulatory pressure on cross border/
offshore businesses, “we expect the impact
to be manageable for the larger players,” JP
Morgan Cazenove’s Global Banking report
contends.
In fact, these structural changes have an
upside, his analysis argues. They could lead
to ongoing consolidation in the fragmented
wealth management industry, especially in
Switzerland, with smaller players which
have until now relied on offshore banking
models “likely to struggle in the new regulatory environment”. (see page 13)

UBS, Credit Suisse and Citi likely “winners”
Global wealth managers like UBS, Credit
Suisse and Citi are the likely “winners” in
the long term, as they have scale with multiple global booking centres. They are also
willing to make strategic ongoing investments to adapt to the new business model
through increased onshore presence, IT
investments, adviser acquisition and diversification into higher margin products, the
Abouhossein scenario suggests.
His analysis points to the fact that the
wealth management industry remains highly fragmented. The Top 20 wealth managers
account for about 50% of the assets under
management (AuM) ‘wallet’. No single
player held more than 10% of this estimated
$11.5trn wallet in 2011 (see chart).
As a result, the trend of industry consoli-
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dation is expected to continue as global players take higher market shares at the expense
of smaller players, particularly those more
reliant on the beleaguered offshore model.
The increasing number of tax treaties
between nations and requirements for compliance in individual geographies mean
higher investments in training for financial
advisers, along with better operating platforms which Abouhossein believes “can be
leveraged by the larger players with the scale
of operations to make the investments economically viable”.
Another factor favouring wealth management is the loyalty of clients. Private banking
is a “very sticky business”, in the analyst’s
view. This is evident from the manageable
outflows in UBS Wealth Management of
about CHF200bn, or only 15% of invested
assets, seen during the crisis years of 20082010 when the bank had to be bailed out by
■ WEALTH MANAGEMENT 2011 AuM*
Still a highly fragmented industry
Bank

2011

Credit Suisse

7.3%

UBS Wealth Management

6.9%

Bank of America (1)

5.6%

Morgan Stanley (2)

4.3%

HSBC

3.3%

Deutsche Bank (PWM)

3.0%

BNP Paribas (WM)

2.7%

JP Morgan

2.5%

Barclays

2.3%

Wells Fargo (4)

2.2%

Citi Private Bank

2.2%

UBS WM Americas

1.8%

Julius Baer (3)

1.6%

CASA

1.4%

Société Générale Private Banking

1.0%

Others

51.9%

Notes: (1) pre IWM disposal ex brokerage assets, (2) feebased accounts, (3) pre IWM integration, (4) managed
accounts, (5) ex AuM business. The def inition of AuM varies
between banks. JPM reported 2011 AuM for private banking.
Source: JP Morgan estimates, company data

the Swiss state.
As for the global wealth management
market itself, the Morgan analyst sees
global AuM in private banking growing at a
compound annual rate of 4%, from $33trn
in 2010 to $40trn in 2015, driven in particularly by Asia-Pacific and other emerging
markets such as Latin America.

Being exposed in emerging markets
In addition, the ultra high net worth
(UHNW) client segment will continue to
remain the segment with fastest growth
potential, helped by the recent quantitative
easing measures undertaken globally by central banks which should drive asset inflation,
thus benefiting the UHNW clients.
UHNW AuM is expected to grow at a
CAGR of 7% from $4.5trn in to $6.3trn in
2015 globally, increasing its share of global
AuM from 13% in 2010 to 16% in 2015.
As wealth management shows fastest
growth in the emerging markets, UBS and
Credit Suisse are expected to be the main
beneficiaries, after investing to open up new
booking centres.
Credit Suisse, for example, had a total
of 23 booking centres as of 2011, and has
indicated that about two-thirds of net new
assets were in booking centres outside of
Switzerland in the past few years. UBS has
13 wealth domestic locations in the AsiaPacific region.
The analysis goes on to attack the conventional wisdom that integrated players
like Credit Suisse, UBS and Morgan Stanley
have an advantage in a full-scale investment
banking business.
By contrast, “pure play” private banking
players such as Julius Baer have remained
largely unaffected by the increased Basel
regulation and have focused on improving
their value proposition to their client base.
“We have advocated a more aggressive
scale back of the investment banking divisions of Tier II...players like UBS, Credit
Suisse and Morgan Stanley as we believe
the arguments in favour of running a fullscale investment bank to support the wealth
management client base are overstated,”
Abouhossein concludes. 
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The first line of defence
Compliance has moved in recent years from being an important, yet largely back-office, function to being
a front-and-centre issue. As regulators worldwide step up surveillance operations, the head of Thomson
Reuters’ financial crime and reputations risk division discusses the latest trends with Nicholas Moody

E

xtortion, forgery, currency counterfeiting, cyber crime, hacking and
phishing – it’s a small selection from
the list of crimes that would make a
private banker white with fear if it popped
up during a client screening. The series of
high-profile fines brought against global
banks, including HSBC and Standard Chartered, by regulators in the US and UK for
lax anti-money laundering (AML) and client screening in the past six months has also
focused banks and banker’s minds on clients
and reputational risk.
Fortunately then, there is a growing number of compliance companies helping monitor and alert banks to the increasing array
of international sanctions, blacklists and
politically exposed persons (PEPs) in the
global marketplace.
Jan-Coos Geesink is senior vice-president at Thomson Reuters’ financial crime
and reputations risk division, which owns
World-Check, one of the more high-profile
compliance tools, after acquiring it almost
two years ago.
Geesink’s business tracks all those crimes
and sanctions that make bankers lose sleep
at night. Every 24 hours World-Check
screens a database of about 2m profiles
for potential AML issues and monitoring
changing regulations. The unit has over 200
researchers in teams in South Africa, Singapore, Chile, the US and UK who monitor 3,500-4,000 sources. The lists include
those generated by the UN, World Bank,
Transparency International and sanction
lists from the EU and the US Office of Foreign Assets Control, among others.
The client screening occurs across three
categories: individuals or entities known to
have any association with financial crime as
defined by the Financial Action Task Force,
individuals on sanction lists and PEPs. This
screening generates alerts which are then
grouped according to risk. These alerts are
sorted based on their type and location.
They are then arranged depending on high,
medium or low risk, and the full screening
is carried out based on this profiling.
The World-Check process does not tell
a bank whether a client is good or bad, it
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simply provides banks with a file on a client,
which the bank’s own due diligence teams
then uses to decide if a client complies with
its own internal risk profiling parameters.

Compliance costs mean more clients
Geesink says demand for its governance,
risk and compliance service is increasing
for three reasons. Firstly, the types of user
is broadening from its financial institutions,
including private banks, wealth managers
and trusts, to hedge funds, insurance companies and casinos.

‘New regulations come into place;
old regulations never go away.
That volume is just growing and
growing and growing. And it
becomes very difficult for clients
to manage that’
Jan-Coos Geesink, Thomson Reuters

rupt Practices Act, as well as the UK bribery
act now being globally enforced.
“People in countries where there was little enforcement in the past now sit up and
pay attention,” he says. “It is less driven by
the fines and the cases that are in the press.
Most of it would be [focused on monitoring] clients.”
A single online access to the full database
starts at around $5,000 a year. For the very
large customers who take data files and
hundreds of licences, it can run up in the
hundred of thousands of dollars per year,
Geesink says.
The growing list of international regulations is also creating a headache for banks
in terms of ongoing compliance.
“There are about 70 regulatory changes
every single day. So as a bank, how do you
keep track of that? And how do I know if
this regulation has changed, how does that
link to my policies and procedures and what
do I have to do next?,” says Geesink.
Thomson Reuters has this covered
through a separate product, Compliance
Complete, which automatically alerts banks
of any regulatory change.

Headaches on the horizon
Revenues in Thomson Reuters’ governance, risk and compliance division grew
17% to $55m in the third quarter of 2012.
Demand is coming from corporates –
its fastest-growing sector – says Geesink.
There its unit is looking at corporate counter-parties from a reputational perspective
or from a sanctions perspective.
‘I can not do business with a company that
is sanctioned, so I need to screen my supply
chain, or my business partners’ might be a
common request”, says Geesink.
Demand is also increasing as different
countries sharpen up their AML procedures. The UK revised its in 2007 and in
2012, for instance, and New Zealand
rewrote its AML procedures so NZ banks
have to monitor transactions, he says.
Lastly, demand is rising as governments
increasingly enforce their laws globally, for
example the US, in their extraterritorial
enforcement of things like the Foreign Cor-

When asked about the specific regulatory
threats coming down the pipeline in 2013,
Geesink says sanction lists are like shifting sands – they require constant attention.
He also says there is an increased focus on
AML, bribery and corruption.
“New regulations come into place; old regulations never go away. That volume is just
growing and growing and growing. And it
becomes very difficult for clients to manage
that,” he says.
All these increasing demands on banks’
compliance systems and teams means the
outlook for Thomson Reuters’ financial
crime and reputations risk division looks
bright and busy.
“We have a very positive view of the
future, which in this economic climate is
rather unique,” says Geesink.
Proof that successful screening of potentially suspect clients could be worth its
weight in gold. 
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Seducing the
subcontinent

The non-resident Indian segment is growing and looking at an increasingly wide array of investments, both
in and outside India. Bankers tell Paul Golden that while their price sensitive and savvy NRI clients make
private banks work hard, they are loyal and active promoters of banks among their social networks

T

he estimated $1trn-plus of assets held
by high net worth (HNW) non-resident Indians (NRIs) has never looked
more attractive, particularly as they
are more focused on increasing than preserving their wealth.
While the 2012 Capgemini/RBC Wealth
Management annual world wealth report
refers to a decline in the number of high net
worth individuals (HNWIs) living in India,
those with links to India but living in other
parts of the world continue to believe in the
investment potential of the country.
Measures taken to control debt contagion
and promote growth around the world are
expected to boost growth in India this
year, with the report suggesting GDP could
increase by 8% in 2013.
HNW Indians living overseas tend to display similar investing characteristics – they
are largely trading oriented, understand
India well and are therefore willing to take
on India-centric risks, according to Rahul
Malhotra, head of South Asia at JP Morgan
Private Bank.
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“Other HNW groups are predominantly
geographically focused, while Indians tend
to display similar investment characteristics
and preferences, regardless of where they
are domiciled,” says Malhotra.
The Capgemini/RBC report suggests

‘There is a general interest in
real estate amongst Indian
investors, so the ability to
finance properties in the UK, US
and Singapore is vital. Credit is a
key component and banks should
be willing to offer their balance
sheet to clients’
Rahul Malhotra, JP Morgan Private Bank

that the wealthy Indian diaspora are likely
to become even more dispersed. It points
out that while losses in key Asia-Pacific

markets such as India restrained the pace
of growth in the region’s HNWI population
growth in 2011, the world’s population of
wealthy individuals is likely to continue
fragmenting.
Many of those with connections to India
may not have the ability to access that country’s financial markets directly and therefore seek India-access products, continues
Malhotra.
“There is a general interest in real estate
amongst Indian investors, so the ability to
finance properties in the UK, US and Singapore is vital. Credit is a key component and
banks should be willing to offer their balance sheet to clients. Lending can be viewed
in a positive light as a part of an investment
strategy when it is used in ways that fit the
clients’ risk parameters,” he adds.
These clients typically start their banking relationships with a specific need or
transaction. Once trust and familiarity has
been established, they generally diversify
their investments across asset classes and
although pricing is a factor, they also con-
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sider the range of products offered as well
as the level of customised service the bank
can offer.
JP Morgan does not expect a significant
migration of wealthy Indians back to India
in the foreseeable future. However, it does
anticipate growing interest amongst NRIs
looking to invest in and capitalise on the
growth potential of the country.

After active advice
Scorpio’s April 2012 report on Asia’s emerging wealthy found that wealthy Indians had
particularly aggressive targets for wealth
creation. This finding resonates with Amit
Kotha, a director in RBC Wealth Management’s Global South Asian unit, who refers
to global south Asian clients’ affinity for
high-return investments. Many banks have
broadened their HNW NRI practices to
cover the South Asian demographic, serving
HNW customers from Bangladesh, Pakistan
and Sri Lanka as well as India.
“The vast majority of our global South
Asian clients are advisory,” says Kotha.
“Market volatility means they want to be
involved in every step of the investment process and controlling their portfolios. Given
their international outlook, they are also
often looking for trust and fiduciary services to help structure their assets and assist
with succession and preservation,” he adds.
Kotha describes them as very demanding
clients and says banks have to work hard to
gain their trust, “but once you have earned
it they tend to be very loyal to their wealth
manager and can be great advocates for
your business. Our experience is that once
we have built a relationship with a client

Rahul Malhotra, head, South Asia at JP
Morgan Private Bank
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they will turn to us for multiple services,
whether that is structuring a trust, providing them with a credit line or helping them
with an IPO.”
Vaibhav Sharma, a senior private banker
at Citi Private Bank, agrees that word of
mouth is one of the most effective means
of promoting private banking services to
wealthy Indians living overseas. “We have
dedicated teams in Singapore, Dubai, New
York and London looking after our Indian
clients across the globe, but our best ambassadors are our clients, so many of our new
clients come from referrals.”
Vinay Gandhi, MD at UBS Wealth Management, describes NRI clients as being generally sophisticated investors who are open
to investing in new markets and having a
diverse portfolio.
“While they invest globally across all
major asset classes, they have a bias towards
their home country because of their deep
understanding of the local markets and a

‘Market volatility means
they [Asian clients] want
to be involved in every step
of the investment process’
Amit Kotha, RBC Wealth Management

bias tactically towards India because of their
roots. They are focused on their portfolio
performance and on platform execution.
Hence the ability to offer superior investment advice and solutions, a global platform
with a broad range of products and services
is an advantage when serving this market.”
The market turbulence of the last few
years has resulted in NRI clients demanding a rapid investment process and an active
advisory approach to allow them to make
speedy investment decisions, adds Gandhi.
“This is a very competitive market but one
with enormous growth potential given the
explosion of wealth in Asia. According to
our estimates, NRI wealth in Asia-Pacific
and the Middle East exceeds CHF40bn of
invested assets.”
According to Balakrishnan Kunnambath,
MD and global market manager, Indian
subcontinent at Société Générale Private
Banking, while between 70% and 75% of
HNW NRIs’ investments are global; the
remainder are focused on investments in
India or India-centric ideas.
“They are yield hungry and there are
opportunities available through Indian
short-term-maturity fixed-income products that can generate close to double-digit

Vinay Gandhi, MD, UBS Wealth
Management,
returns. Similarly, there are various options
for structured product solutions through
equity and various other asset classes where
they can make the risk-adjusted returns they
desire,” Kunnambath says.

Eyes on the prize
HNW NRIs tend to be very astute investors,
he adds.
“They follow markets closely and like to
self direct most of their investment decisions

Balakrishnan Kunnambath, MD and global
market manager, Indian subcontinent at
Société Générale Private Banking
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through an active advisory style. The buy
side, as such, is very informed. They know
what is available in the market and who is
offering it, all of which means that it is a
very challenging segment to service.”
Ranjit Khanna, head of South-East Asia
and global NRIs at Coutts, agrees the business can be very transactional and price
sensitive.
“From a pricing point of view, there can
be a greater degree of sensitivity, which is
a departure from what we see in Europe
where concepts like wealth preservation and
succession planning are key and clients are
willing to pay for the same,” he says.
NRIs take a keen interest in India for a
number of reasons, explains Kunnambath.
“Obviously they believe there are fantastic
business opportunities as they trust in the
long-term India story. However, the slower
pace of infrastructure development is an
impediment to the kind of creature comforts they are used to and the difficulty of
doing business sometimes dissuades them
from locating in India.

‘They follow markets closely and
like to self direct most of their
investment decisions through
an active advisory style. The buy
side, as such, is very informed.
They know what is available in
the market and who is offering’
Balakrishnan Kunnambath, Société
Générale Private Banking
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Vikram Malhotra, global head, global South
Asian community, Barclays
bath, who acknowledges that there is still a
shortfall of banking talent with experience
of this market.
“While banks have put various educational initiatives in place to develop future private bankers, the reality is that it takes time
to create a pool of experienced and talented
bankers. You cannot just allow them to finish a classroom study and fly solo from day
one – they need to be nurtured, so mentoring is key.”

Low on talent?
“But they have options, for example basing
themselves in a nearby country while still
doing business in India. Many also take
their social responsibilities seriously, giving
back to society by promoting various initiatives,” Kunnambath adds.
It would come as little surprise to hear
that these clients are not the type of investor
who will hand a private bank a mandate and
come back in three months’ time to ask for
a portfolio review. They want their bank to
contact them on a regular basis with market
information, new ideas and solutions. They
expect their bank to be more of a personal
advisor and it is not unusual for them to discuss this relationship with other members of
their family or friends with business interests in other parts of the world.
“This is advantageous for private banks
because once you build a strong relationship
and close contacts with this segment of the
HNW market, they are likely to refer you
to others in their network,” says Kunnam-
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In the meantime, clients have become more
demanding. They are looking for bankers
who can analyse their overall portfolios
spread around different banks, consider their
specific requirements and identify where they
are under- or over-exposed.
Given the volatility of the markets, clients
are now looking at engaging banks for effective risk management and asset allocation.
“They are tired of having to manage volatility and are once again open to investing for the long term with the objective of
wealth preservation,” says Khanna.
This places a great deal of pressure on
availability of talent, Kunnambath concludes.
“Bankers with private banking experience
in Asia are still in high demand – I have
heard of European private banks attempting to attract people back to Asia to service
this market. However, bankers are increasingly aware of the challenges of onboarding
clients and for some this is a disincentive to
relocate unless there is a compelling value

proposition for their clients, not just an
attractive remuneration package.”
The global south Asian community
includes not just citizens who have moved
abroad temporarily for work, but also those
of Indian origin whose ancestors were born
in India but who are now citizens of another
country, explains Vikram Malhotra, global
head of Global South Asian community at
Barclays. They may also have been citizens
of India who have subsequently taken citizenship in another country.
He says Barclays has tailored its approach
to this segment of the market by inverting
its banker pyramid, meaning that the majority of its bankers are at a senior level and
more than half have in excess of 15 years’
experience.
“We also offer clients a private investment
banking model. This is important given that
many of our clients are entrepreneurs, who
require not just wealth management services but are also looking for corporate and
investment banking expertise.
“Our bankers come from corporate, investment and private banking backgrounds and
are able to advise them across their range
of needs.”
Malhotra adds that global South Asian
assets under management have doubled
every year since 2010 and he expects growth
in excess of 40% per annum over the next
two years.
“FX trading is popular among our South
Asian clients and many are also interested
in trading structured swaps and South
Asia-centric investments, particularly in
the fixed-income space, and also structured
product solutions. A number of clients in
this segment are also looking for unique
and exclusive investments. Many own family businesses, so succession planning is a
key consideration – given the rate of intergenerational wealth transfer that is taking
place, we are seeing an increase in demand
for wealth advisory services.”
Barclays has yet to see any meaningful
migration of wealthy Indians back to India.
“What we do see, however, is a strong affiliation to India and continued interest in Indiacentric investments,” concludes Malhotra.
When asked whether he expected any
meaningful migration of wealthy Indians
back to India in the foreseeable future,
Khanna says that while India is a land of
opportunities and investments, and the government makes it very attractive for wealthy
NRIs to move back to live in the country, it
is too early to observe such a trend.
All this is good news to global bankers, who will continue to focus keenly on
the trends and tastes of this engaging segment. 
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Turkish
delight

With young markets, impressive economic performances, growing need for sophistication and a pampered
banking sector, private banking on the Bosphorus has become more and more attractive. Private bankers
talk to Elsa Buchanan about a shif ting market and how offshore money is making its way back to Turkey

P

erched at the confluence of Europe
and Asia, Turkey is well placed to
borrow from the established banking
traditions of the West and the exciting
dynamism of the East.
A core emerging European market, Turkey
has withstood the deep 2008-2009 financial
crisis well, after having already weathered
in-house storms in 1994 and 2000-2001.
The country has learned from the past and
has much to show off to the wealth management world in 2013, especially considering
the market is still in its infancy.
Turkey’s per capita GNI (former gross
national income), which grew to around
$10,000 in 2011 from $6,480 in 2005
according to consultancy Turkey Data Monitor, is just another testimony of the country’s recent riches.
It comes as no surprise that the domestic
private banking business in Turkey is the
youngest line of Turkish banking “with a
history of ten years,” says HSBC’s head of
private banking for Turkey Ebru Öncü.
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Today, out of 10 private banking businesses in the country, nine belong to banking groups with international shareholders.
“When we refer to the domestic market,
we are predominantly speaking of domestic
private banking businesses owned by international banks,” she explains.
Indeed, in the 2000s international banks
flocked in, having maybe heard of a Turkish
custom that says a stranger at one’s doorstep
is considered a guest from god and should be
accommodated properly.
BNP Paribas, for example, entered the
market in 2005 when it signed a joint venture agreement with Türk Ekonomi Bankası
(the Economy Bank, or TEB) and its private
bank unit, TEB Özel.
The wealth unit’s management board
reported €140m ($182m) in assets under
management (AuM) in 2011 for the division,
a 22.23% slump from 2010 when it boasted
€180m ($236.4m) in AuM.
HSBC tiptoed into the market in 2001
when it acquired Demirbank TAS, Turkey’s

fifth-largest private bank. It started operating its first private banking branch in Mayadrom, Istanbul, in 2006.

Playing both sides
This emerging nature of the market means
private banks base themselves on two very
different business models.
International banks usually follow global
frameworks, while domestic banks are more
or less identical to affluent domestic retail
banking with no major differentiation other
than pricing and discrete service centres.
“Most private banking players fall into the
second category,” explains Öncü.
In parallel to its impressive performance,
and compared to many developed countries,
Turkey’s wealth segment remains relatively
small, although the number of HNWIs has
increased significantly through family-orientated interests which control large shares of
a newly diversified economy, according to
Öncü.
Today, wealth comes from manufacturing 
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 (around 16% of GDP), retail trade (14% of
GDP) and financial services (13% of GDP).
“But establishing the private banking market’s numbers, given the lack of uniform definition of a private bank client, is quite hard
in Turkey,” she explains.
Indeed while many Turkish banks define a
typical private bank client with a minimum
threshold of $500,000 of AuM, others base
their threshold between $250,000 and $2m
– as it is the case for HSBC Private Banking.
However, most private banks have a
threshold of TRY1m ($613,000).
So while thresholds differ in definition, a
lot of contradiction on the size of the market
is palpable.
Öncü says the number of individuals with
total investable assets between $500,000
and $1m is expected to reach 45,000, those
between $1-2m to reach 16,000, those
between $2-5m 11,000, and those with $5m
and above are expected to number 6,000 in
the domestic market in the next couple of
years.
In its Turkey – The Jewel of Asia report,
WealthInsight stated 94,000 adults owned
more than $1m in 2012, up from 81,266
in 2010, representing a 23.2% hike in 2012
after a net drop of 6.1% in 2011.
But Credit Suisse’s Global Wealth Databook 2012 has a more conservative view,
declaring the country had 84,000 adults with
over $1m compared to 45,000 in 2010.
This represents an 86.6% increase for
those with over $1m, while those with over
$100,000 decreased 38.6% over two years,
according to Credit Suisse’s numbers.
Öncü explains that the European
slowdown had an impact on corporate revenues, and because corporate revenues and
personal wealth are not differentiated in
Turkey, extra local dips could have formed a
threat to personal wealth.
Analysts suggest wealth managers should
concentrate more on the speed at which
wealth is made, given the country’s “demographical youth”.
The average age of a Turkish HNWI was
50 in 2012, but is expected to fall to 30 or 40
in the next few years, according to co-founder of Turkey Data Monitor and partner at
Global Source consultancy Murat Üçer.
Indeed, the first generation of entrepreneurs who funded companies 25-35 years
ago are looking to sell assets or to transfer
them to a new, second generation.
And if it is seen by some as a ‘generational
issue’, the phenomenon is also indicating
business opportunities for private banks and
their clients, leading the way for future merger and acquisitions (M&A), and new wealth
creation, on top of the $1.17trn in individual
wealth to date in the country.
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■ SOURCES OF TURKISH HNWI WEALTH BY INDUSTRY, 2012
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Rising HNWI numbers (the total number
of Turkish HNWIs is forecast to grow by
58% to reach over 148,000 in 2017, according to WealthInsight) and investible assets
are proof the country has been enjoying relatively good market conditions, having withstood the 2008 financial crisis.
In eight years, total investable assets of
households “nearly quadrupled”, Öncü says.
According to the International Monetary
Fund and Turkstat, the State Institute of
Statistics, Turkey’s real GDP grew 8.5% in
2011, while the country was breathing down
China’s neck (9.2%) and well placed in front
of India and Russia with 7.2% and 4.3%
respectively.
Real GDP had recovered strongly from a
4.8% contraction in 2009 during the global
financial crisis followed by a strong 9.2%
rise in 2010, driven by a growth in domestic
consumption averaging 5.6% over the last
ten years.

A decade of political stability and economic improvement under the governing the
Justice and Development Party (AKP) led
by Prime Minister Recep Tayyip Erdogan
has elevated Turkey’s position in the eyes of
wealth managers.

A new era
Even if political and economical stability
bring a lot of promise, specific regulation, or
the lack of it, could become a drag for local
players.
Founded in June 1999, Turkey’s watchdog, the Banking Regulation and Supervision
Authority (BRSA), took drastic measures to
create a safe and vital banking environment.
The BRSA was extremely protectionist and
inflexible in the first part of 2000s, but after
the local banking crisis in 2001, global banks
congregated in Turkey through M&A.
Described by Gökhan Mendi, TEB Özel’s
Retail & Private Banking group assistant

Ebru Öncü, head of private banking for Turkey, HSBC
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est rates period,” says Mendi, and do not
always represent a shift of mentality.
Dual currency deposits are the most attractive products in the Turkish private banking
environment, he says, while clients keeping
deposits in foreign exchange tend to continue
demanding foreign exchange (FX) investment options.
Turkish high income owners also have a
soft spot for gold and precious metal investments which they hold privately, while art
and antiques are becoming more and more
popular.
All analysts concur the private banking
environment is in need of further sophistication as the market hits its first decade of
existence.
According to Professor Bryane Michael of
the Middle East Institute, with 2.8m affluent individuals and their total assets worth
$222bn, there is plenty of room for growth
from a product variety perspective.
Gülcan Üstay, general manager, Fitch Ratings Turkey
general manager, as the transition from an
old to a “new” banking era, the BRSA has
initiated prompt policy responses, but the
Turkish wealthy find it difficult to change
their old ways.
Mendi explains that the market’s youth
resulted in the urgent need to differentiate
this new client segment in terms of products,
services and pricing.
But while pricing and services evolved, “a
real differentiation in products did not happen”, says HSBC’s Öncü.
“There is an old-dated Turkish investment
habit,” she says, referring to the depositdriven market.
Mendi nicknames the past 10 years as “the
unique and dominant time deposit years”, as
just 1% of individual deposit holders in Turkey control roughly 50% of all deposits.
“This is a highly concentrated market, as
with all new markets,” he explains.
Indeed, 70% to 80% of all investible
assets are placed in one to three-month
deposits, followed by equities in local companies, with the best investments returning
7%, bonds and finally mutual funds which
receive minor shares comparing to the total
saving market.
■ TURKEY’S BILLIONAIRES
Billionaire growth in numbers, 2007–2017
2007

2012

2017

Volume

35

41

52

Net worth ($bn)

62

84

152

Per capita net worth ($bn)

1.8

2

2.9

Source: WealthInsight HNWI Database
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General manager at Fitch Ratings Turkey,
Gülcan Üstay, explains that despite interest rates decreasing in the country – while
remaining higher than elsewhere in the
region – mentalities were difficult to change.
“We know that the government is willing to
increase savings rates, thus people still have
the same attitude towards one-month term
deposits, so as long as deposit interest rates
are looking high, this will stay the same,” she
says.

‘This is a new world for all actors
living in this fast-growing
environment. Clients demand
more from us, and we need to
work much harder than usual to
meet those higher demands’
Gökhan Mendi, TEB Özel

She confirms Fitch Ratings has seen a
small shift in investment products over the
last 12 months, especially after the central
bank decreased interest rates.
It seems clients are looking for returns
from different products in 2013: in the past
four to five years, private banks have started
to offer new derivative products solutions to
their clients.
“But those positive efforts have only been
taken with the support of a decreasing inter-

The name of the game: pricing

“All we know is that the name of the game is
pricing, or was pricing. And because interest
rates started to decrease, the market is starting to change,” says Mendi.
“This is a new world for all actors living
in this fast-growing environment... clients
demand more from us, and we need to work
much harder than usual to meet those higher
demands,” he adds.
Clients are slowly turning towards highyield investments, says HSBC’s Öncü, especially because the Turkish market is currently
caring more for wealth creation than wealth
preservation.
“We are trying to differentiate [client’s]
holdings and diversify their portfolio away
from deposits,” says Mendi, while from an
external point of view, Fitch’s Üstay says the
shift from deposits to more sophisticated
products is linked to the central bank and
its policies which have gained client’s trust.
According to a central bank confidence
survey, Consumer Tendency Survey, the
confidence index increased by 3% in January 2013 compared to December 2012.
The industry is thus expected to be moving
from vanilla investments to more structured
products, and analysts predict the investment
horizon to expand from an average of three
months to “preferably over” 12-18 months,
according to HSBC’s Öncü.
“As noted, the market is going through a
journey of evolution when it comes to private banking,” says Öncü.
She is pressing for an ease of product legislation because, she says, all products that
are issued outside of Turkey need to be registered with the Capital Markets Board for
wider distribution, ring-fencing domestic 
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■ TURKEY’S UHNWIS
Top UHNWI cities, 2007-2017
Ranked by
population

2007

2012

2017

Istanbul

880

1,110

1,690

Ankara

166

200

345

Izmir

39

50

82

Antalya

33

40

61

Bursa

19

30

52

Gaziantep

20

25

42

Mersin

14

20

38

Other

356

448

710

Total

1,527

1,923

3,020

at least 10 representative offices were closed.
But HSBC’s Öncü says that to ensure protection for the “vulnerable” sector as well
as a strong growth, robust banking-specific
controls need to be improved through local
legislative framework.
“Local banks need to be upgraded to
international standards,” she says, including increasing care for client confidentiality
and discrete platforms, effective risk management, know your client, client investing
profiling, due diligence on boarding new clients, suitability checks, adding generational
wealth services and up-to-date IT infrastructure to support all fields.

Source: WealthInsight

 investors to locally manufactured products
only.
To compete against global private banking, local banks need product variety. But, as
Mendi explains, the country is offering more
complex private banking services so “clients do not necessarily need to go outside of
Turkey to invest in complex financial instruments any more.”
The shift in sophistication has led to a new
phenomenon: unidentified capital inflows
have been entering the market in the past
five years.
Almost $30bn in capital has flooded in the
country, of which a big chunk is thought to
be repatriation money.
“For many years customers tended to keep
their money outside Turkey but in recent
years they have started to bring that capital
back into their country,” explains Mendi.
Fitch’s Üstay agrees: “We hear from our
issuers and investors who are talking closely
to private banks that people are now less
keen to put or leave [their] money in Switzerland or other offshore places because there
are no more tax advantages.”
Internally, investor confidence, high interest rates and Fitch’s upgrade have certainly
helped this shift of money, says Üstay.
For the first time since it was downgraded by Moody’s in 1994, the country was
raised to investment grade by Fitch ratings
in November 2011 with an upgrade of the
country’s long-term foreign debt from BB+
to BBB-.
But before rejoicing, wealth managers say
the sector needs a new frame of regulation,
as it is currently subject to all regulations
governing the retail banking business.
Foreign banks became subject to a tougher
legislation under the Banking Law No. 5411
in 2009 which stipulated activities of representative offices in Turkey of banks established abroad would be limited considerably.
Indeed, after the change in the legislation,
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‘We hear from our issuers and
investors...that people are now
less keen to put or leave [their]
money in Switzerland or other
offshore places because there are
no more tax advantages’
Gülcan Üstay, Fitch Ratings Turkey

However, news of a tougher regulation are
not expected to come swiftly as Üstay confirms: “As far as I know, the BRSA is not
planning to develop any new private banking law or regulation, the market will still be
under the general banking law.”

Making hay while the sun shines
Is it time for other international players to
set foot in Istanbul? There is room for debate,
say analysts.
Although Fitch’s Üstay says acquiring or
setting up a new bank in Turkey is expensive
because local banks are solid and performing
much better than their European peers, she
believes “it would work” as there is still a
leeway for newcomers.
But only as long as the bank is ready and
willing to offer new products, such as riskier
products not provided by other banks yet,
she says.
The general consensus is that to attract
clients and maintain a good customer-base,
private banks need to offer niche products to
help sustain a renewed risk appetite.
Öncü believes there are potentially sizeable
gains to be made in funds rather than direct
bond acquisitions.
TEB Özel’s Mendi says assets will shift
toward corporate bonds and structured
products over the next three to five years, but
he insists the emphasis should be made on a
vital aspect of wealth management.

“Going forward, pension fund reforms
will be another motivating force driving the
expansion of private banking in Turkey,”
says Mendi.
Indeed, the Turkish government is pushing
heavily towards those reforms, as it seeks to
increase the size and clout of the business.
High-income clients are already starting
to invest “big amounts” of their personal
capital in their own pension funds, explains
Mendi, with others putting €1m ($1.35m) or
more of their personal wealth into the funds
to guarantee their and their families’ futures.
The shift to long-term wealth generation
will be accompanied by new product launches by private banks, says Mendi, as TEB Özel
plans the development of an investment advisory desk drafted purely to analyse products
and the markets.
Mendi says the service is designed to give
relationship managers a daily summary of
anything from macroeconomic forecasts to
the performance of stocks, bonds, funds, and
currencies.
The bank is also expecting the launch of
new technology service which will inform
the banks each time a specific product is sold
to a client, and will then be stored in the IT
system.
On the other hand, Öncü says the bank
is planning to increase the value of the unit
through inward and outward referrals, while
concentrating on multi-platform/multi-business relationships rather than providing only
an affluent-like services competing through
deposit rates.
Wealth managers are also advised to look
at Islamic financing products such as Sukuk
bonds or Ijarah certificates, exchange-traded
funds or philanthropy offerings for their clients.
And because wealthy Turks are not always
known for their fidelity towards their private banks – Mendi explains clients can easily change their banks for banks with higher
deposit rates from month to month – banks
have to find new, attractive services.
To retain both loyalty and clientele, private banks should start providing the kind of
‘extra’ services they would offer their Asian
clients, such as concierge and travel services
(credit card points/miles which allow clients
to get free airline tickets), or discounts on
restaurants and hotels.
There is much about Turkey’s wealth
industry to make outsiders salivate, particularly its escalating projections for the number of HNWIs, but how successful foreign
players will be in a domestic-focused market
remains a big question.
No one can deny, however, that this
vibrant and innovative economy promises to
continue to be highly attractive. 
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PWC: Time is over for traditional banks
The outlook for Swiss private banks is bleak if they do not adapt to the ‘new normal’ and adjust their
client focus and operations. PwC’s Martin Schilling outlines to Elsa Buchanan why the golden age of Swiss
banking could be drawing to a close

A

mid flattening client assets, bedrock
margins and cannibalisation among
banks, Swiss private banks need
to adjust their business models to
survive “natural selection”, warns Martin
Schilling, head of corporate finance at PwC
Zurich, in an interview with PBI.
According to the 2013 PWC report The
end of a Golden Age?, Swiss private banks’
revenues have declined significantly since
2007, with the average income per employee
falling by 40% to CHF395,000 ($423,479)
in 2011.
Schilling explains banks are generating
less transitioning income as clients have
become risk-adverse, keeping liquidity or
low-risk products in their portfolios.
On the cost side, Swiss private banks
were not able to fully compensate for the
slump in revenues: between 2006 and 2011
the 100 banks studies by PwC only managed to reduce their operating expenses per
employee to CHF329,000 in 2011 from
CHF375,000 in 2007.
Overall, says Schilling, the net profit per
employee decreased more than 80%, to
CHF37,000 in 2011 from over CHF200,000
in 2007.
The PwC analyst predicts a reduction in
salaries and a fall in staff numbers employed
in private banking, after the number of private banks in Switzerland fell 8.5% to 161
in 2011 from 176 in 2006.
“I think we will see a shift over the next
two years because we need a new generation of private banks…times are over for the
traditional banks,” he warns.

Blame the regulations
Although Switzerland remains the world’s
largest financial centre for offshore private
banking with a market share of around 27%,
Swiss banks face fierce competition from
service providers in clients’ countries of origin as tax-driven offshore models lose their
appeal, says the PwC report.
Of the $2.1trn total offshore private banking assets managed in Switzerland, roughly
50% come from clients from other European
countries; however, this asset base is now at
risk due to expected asset repatriations.
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“A lot of banks primarily
rely on tax advantages to
offer to their offshore clientele; this is over,” says PwC’s
Schilling.
Assets under management
(AuM) per employee fell
roughly 40% and total AuM
fell 20% over the 2006-2011
review period.
Internally, private banks
are feeling the weight of rising additional regularisation
cost impacts, says Schilling.
“These costs hit smaller
banks much harder compared to bigger banks which
can split these regulatory
costs on the high asset base,”
he explained.
He expects smaller banks
to endure additional costs of
5-10%, while top-end banks
would bear below 5% in
extra costs.

Sm a l l b a n k s : ch e r i s h
existent clientele

Martin Schilling, head of corporate finance, PwC Zurich

Schilling advises small private banks to put
their existing clientele back into focus by trying to increase their share of clients’ wallet,
and improving investment advice offerings.
There is space to improve. Schilling says a
typical client relationship manager only has
a tight relationship with 20% of his clients.
“Feeding [their clients] with tips, investment advice, or ideas of how they could use
their money could unleash a lot of hidden
potential,” Schilling adds.
Smaller banks will have difficulties
attracting net new money (NNM) especially
because they are too Switzerland-focused
and lack diversity, he says.
“[As a small Swiss private bank] you can
only act from Switzerland while clients will
look to have a private bank in their local
market. Add that to the regulatory cost, and
[banks] are getting hit on both sides.”
Small banks should consider outsourcing,
reducing salaries and/or staff numbers and
implementing a combined technology solu-

tions to improve efficiency, he says.

Top-end banks: follow the money
Being more professional also applies to bigger banks which already have a base clientele. “They just need to work harder, and
follow the money,” says Schilling.
PwC advises banks to switch from traditional European markets to “wealth creator
emerging markets” in Asia, Eastern Europe
or Latin America.
“What we have seen in the past is that
banks which had a presence in another
region with a daughter company or representative offices, have been more successful
in attracting NNM compared to the smaller
range, which are clearly focused only on
Switzerland with no hopes in emerging markets,” explained Schilling.
Looking for new clients in new markets is
very costly in the long run, but as Schilling
concludes, only the bigger banks will be able
to develop those strategies to survive. 
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SocGen reports slight
revenue drop, but rise
in AUM
Société Générale Private Banking’s revenue fell 2.4% in 2012,
to €757m ($1.02bn).
Its contribution to the group’s
net income (12%) was down by
19.1%, from €115m in 2011 to
€93m out of the total €774m
last year.
However, the unit’s fourthquarter revenues were on the
rise, totalling €202m compared
to €162m in 2011 up 26.7%.
During the fourth quarter of
2012, the wealth unit reported
an operating income of €40m
and a contribution to the group
net income of €27m.
The private banking unit saw
operating expenses fall 1.3%,
down to €624m in 2012 as a
result of cost-saving measures
while its assets under management (AuM) were on the rise by
1.5% to €86.1bn.
INVESTMENT OUTLOOK

‘Investors should not
shy away from Spain’:
SocGen
It is time to advise clients to take
more risks and turn to southern
Europe and China as tail risks
recede, according to Société
Générale Private Banking
(SGPB) Hambros chief investment officer Eric Verleyen.
Contrary to past years, investors should consider leaving
Germany as analysts’ sentiment
is more positive for southern
European assets – specifically
Spanish (equities) where profit
growth is finally in the green,
SGPB suggests.
Investors should turn to
emerging markets corporate
bonds, with investments directed
to Asia in the first half of 2013
(specifically China), and overweight Latin American investment-grade bonds and consumer
sectors in Brazil in the first half.
Investors should then slowly
shift to Latin America in the second half of 2013, said Verleyen,
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with added high yields in Brazil
and Mexico.

lifting it into the top 25 global
private banks in terms of asset
size.

LEGAL

US judge orders UBS
to hand over Wegelin
data to IRS
A Manhattan federal court
judge, US District Judge Pauley,
signed a John Doe summons on
29 January requiring UBS to give
information on Wegelin correspondent accounts and their US
clients to the US Internal Revenue Services (IRS).
The records should allow US
authorities to determine who
held assets at Wegelin and other
Swiss institutions using UBS
accounts, in a transparency battle led by the IRS and US courts.
Assets held in UBS accounts in
the name of Wegelin were first
flagged up in February 2012 by
US Attorney Preet Bahara who
alleged Wegelin held $16.2m in
a UBS account.
UBS said in a statement that
the order “does not refer to UBS
client data, and no data from
Switzerland is concerned.”
M&A

Bank Sarasin and
Bank Safra finalise
$140bn merger
B ra z i l ’s S a f ra G ro u p h a s
announced its final merger with
Bank Sarasin after it acquired
the Swiss bank in 2011.
Private bank Sarasin, formerly
controlled by Netherlands-based
Rabobank, was bought in a deal
valued at CHF1bn ($1.09bn) in
November 2011.
Safra acquired Rabobank’s
controlling stake in the Baselbased bank, equivalent to 46%
of the capital and almost 69%
of the voting rights.
The Swiss Financial Markets
Authority (FINMA), the Swiss
financial regulator, approved
Safra Group’s bid to buy
Rabobank’s majority stake in
Bank Sarasin in June 2012.
The merger will form Bank J
Safra Sarasin with assets under
management of CHF130bn –

LEGAL

Barclays senior exec
may face ‘years’ of
investigation
The former COO at Barclays
Wealth, who suppressed a report
accusing the bank’s wealth unit
of a culture of fear, intimidation,
bullying and mismanagement,
could face “years” of investigations from regulators.
Andrew Tinney admitted he
was responsible for the disappearance of the report, and
could face further investigations
if he is found guilty of breaching the Conduct of Business
and banking rules, according to
Jamie Dance, an adviser at the
revenue department of the UK
Financial Services Authority
(FSA).
Dance explained that further investigations could take
“weeks, months or years”
depending on the severity of the
allegations, or could result in a
spot fine, while the FSA would
then further investigate the bank
if it was proved to have been
unaware of the matter.
Neither the bank nor the FSA
would comment further.
RESEARCH

Steady rise in M&A
while average price
falls 46%
The appetite for M&A in the
global wealth management
industry has been steadily rising with more than $1.1trn of
high net worth (HNW) assets
transferred since 2008, research
suggests.
Scorpio Partnership’s Wealth
Management Deal Tracker
analysis report analysed 172
noteworthy deals between the
first quarter of 2008 and the
second quarter of 2012, with a
total price paid of $38.5bn for
those 172 deals.
While wealth management
firms sought a change in their

models, the average AuM
acquired per deal over the
five-year period to 2012 was
$6.99bn. The research also
showed the average price to
AuM had fallen by over 46%,
to 1.98% of AuM in 2012 from
3.7% in 2008.
2009 saw an increase in Price/
AuM ratio from 3.7% to 4.81%,
representing a 130% rise.
The growth was partly driven
by the businesses that were sold
in that period, said the report.
Consultancy Scorpio also said
2013 was expected to be a busy
year for M&A in the global
wealth management sector,
although “no mass rush” was
anticipated.
A steady deal rise may come
from growing pressures in the
business models of many operators to consider a future shift in
ownership, said the report.
Of the 172 deals analysed over
the period, 133 were straightout acquisitions, 23 were strategic investments, seven were
mergers, five were management
buyouts and the remaining four
were joint ventures.
REGULATION

Chinese regulators call
for unified standards
Common regulations should be
used when it comes to wealth
management products sold by
non-banking institutions, a senior banking regulator has said.
Failing to do so will generate
risks and cause a shock this year,
warned Yan Qingmin, assistant
chairman of the Beijing-based
China Banking Regulatory
Commission (CBRC).
“Not only banks, but insurance and securities companies
are also able to sell wealth management products, which raises
great challenges for financial
regulation,” he said.
Concerns were sparked over
the products as financial institutions have the autonomy to set
interest rates. The amount of
outstanding products was about
CNY7.4trn ($1.1trn) in January, according to CBRC director
Wang Yanyou. 
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■ PEOPLE
This month’s senior moves
Country

Name

Moved from

Moved to

Old position

New position

France

Keith Ney

Carmignac Gestion

Carmignac Gestion

Head of credit

Co-manager, European bond fund,
Carmignac Sécurité

France

Pierre Verlé

Butler Investment
Managers

Carmignac Gestion

Director

Credit analyst, fixed income

Guernsey

David Moore

Mourant Ozannes

Bedell Cristin

Partner

Consultant

Ireland

David McLaughlin

Elan

RBC Wealth Management

Investor relations consultant

Business development director Ireland,
private client wealth management

Jersey

Rupert HagueHolmes

Kleinwort Benson

Stonehage

Head of legal services and group legal director

Jersey director

Luxembourg Marc Lauwers

Belfius Bank (Belgium)

KBL European Private Bankers Head of retail and commercial banking

Group CEO

Singapore

Fidelis Oruche

Royal Bank of Canada
(Hong Kong)

Bank of Singapore

Head of Asia EM trading

Head, trading advisory and product
development

UK

Philip Barth

Pennington Solicitors

Withers

Partner

Head of immigration (European and
Asian immigration practice)

UK

James Powell

Citi Private Bank

Banque Havilland

Ultra high net worth private banker

Director, private banking

UK

Richard Cockburn

Société Générale Private
Bank

JP Morgan Private Bank

Senior private banker

Executive director, private wealth
management

UK

James DraceFrancis

UBS AG

JP Morgan Private Bank

Senior client advisor, private wealth management

Executive director, private wealth
management

UK

Stefano Ferraiolo

Credit Suisse UK

JP Morgan Private Bank

Director international private banking

Executive director, private wealth
management

UK

Aaron Georghiades JP Morgan Private Bank
(NY office)

JP Morgan Private Bank

Vice President

Executive director, private wealth
management

UK

Bambos
Charalambous

JP Morgan (LA office)

JP Morgan Private Bank

Private banker

VP, private wealth management

UK

Francesca Hall

Coutts & Co

JP Morgan Private Bank

Senior private banker

VP, private wealth management

UK

Cliadhna Law

JP Morgan Treasury and
Securities Services

JP Morgan Private Bank

Vice-president

VP, private wealth management

UK

Dan Saxby

Coutts & Co.

Arbuthnot Latham & Co

Executive director and wealth manager

Director, private banking

UK

Akshay Krishnan

SAIL Advisors

Stenham Asset Management

Senior analyst

Senior research analyst

UK

Rishi Patel

Momentum Global
Investment Management

Stenham Asset Management

Head of operational due diligence

Senior operational due diligence
analyst

UK

Robin Wright

HSBC Private Bank

Coutts

Head, Yorkshire & the North East

Director, wealth manager (Yorkshire)

UK

David Lovell

Saunderson House

London Wall Partners

Director

Partner

UK

Jane Seymour

Rathbone Brothers

Quilter Cheviot

Group marketing director

Group marketing director

UK

Ben Fox

Goodhart Partners

F&C Asset Management

Fund manager

Director multi-alternative unit

UK

Rupert Robinson

Schroders Private
Banking

Signia Wealth

CEO

Head of wealth management

UK

Ian Smart

Helvetica Wealth
Management Partners

Aon Hewitt

Managing director

Senior Bond Manager Researcher

UK

Paul Whelan

Aviva Investors

Aon Hewitt

Fund manager credit fixed income funds

Fixed income manager researcher

UK

David Tiller

Standard Life Wealth

Standard Life

Strategy and business development director

Head, platform proposition

US

Keith Gertsen

Citi

Citi Private Bank

Head, sales and distribution for the Americas in
prime f inance

MD, team leader (global market
manager, Eastern region)

US

Amy Welzer

JP Morgan

Citi Private Bank (Chicago)

MD, private bank f inancial leaders (Midwest)

MD, ultra high net worth team

US

Jennifer Jones

JP Morgan (Chicago)

Citi Private Bank (Chicago)

Associate Banker

Associate Banker

US

Luke Palacio

JP Morgan Private Bank

Citi Private Bank

MD and senior banker (Florida)

MD and regional market manager
(South East region)

US

Michael Moriarty

PioneerPath/Surveyor
Capital

Dynasty Financial Partners

COO

Director, investment platforms

US

Porter Schutt

Marvin & Palmer
Associates

Brown Advisory

Partner and portfolio manager, emerging markets Partner
and domestic large-cap growth equity portfolios

US

Bill Dugdale

Friess Associates

Brown Advisory

Client Relationship Manager and portfolio
specialist

Partner

Source: PBI
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‘Final’ FATCA makes some
simplifications for the
private client industry

O

n 28 January 2013, the US Internal Revenue Service (IRS) published more than
500 pages of final regulations under the
US ‘Foreign Account Tax Compliance
Act’ or FATCA.
The final regulations contain welcome changes from the proposed regulations for the private
client industry but still require many trusts, trust
companies, charities and funds to implement
certain client-identification procedures to avoid
a new US withholding tax. In addition, the US
Treasury Department continues to sign bilateral
intergovernmental agreements (IGAs) with individual jurisdictions with the goal of easing the
potentially onerous burden of FATCA on certain entities.
Very briefly, FATCA requires all non-US
‘financial entities’ (broadly defined to potentially include trusts, trust companies, charities and
funds) to enter into an agreement with the IRS,
meet specified compliance requirements, and
transmit certain account information on any US
clients to the IRS.
Entities covered by FATCA that do not comply with these requirements are subject to a 30%
US withholding tax on their US source income,
which not only includes dividends and interest
from US payors but also the gross proceeds (not
gain) on the sale of US stocks and securities.

Welcome simplification
The private client industry should take heart
from some of the simplifications in the final regulations as well as in the IGAs that have been
executed with partner jurisdictions, including
to date the UK, Denmark, Mexico, Ireland and
most recently Switzerland.
However, the final regulations still contain
some surprises and those who have been delaying addressing their FATCA compliance will
need to ramp up their efforts, as the legislation
begins to come into effect in phases starting on
1 January 2014.
Even those who are not themselves subject to
FATCA, such as private individuals, likely will
begin to see a significant increase in the amount
of due diligence that they are asked to provide.
This will be with respect to new and existing
bank and brokerage accounts or interests in
funds, as banks, brokers and funds may be
required to obtain this information to comply
with their FATCA obligations.
The final regulations have tried to conform
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the due diligence process to the IGA and Financial Action Task Force model.
One welcome change from the proposed regulations issued in February 2012 is that certain
trusts and family-owned investment vehicles
may be treated as ‘non-financial foreign entities’ under the final regulations if their trustees
and investment advisors are individuals. Family vehicles that fall into this category will be
subject to a lesser degree of regulation and only
required to certify as to whether they have any
US owners who own more than a specified percentage (and if they do, provide certain information with respect to those owners).
Unlike ‘financial entities’, these non-financial
entities do not have to enter into an IRS agreement (or otherwise comply with an IGA), go
through the onerous due diligence procedures or
report account information to the IRS. Further,
a new ‘sponsored/sponsoring’ certification procedure may simplify this reporting even more.
The final regulations take a number of steps
to conform the regulations to be consistent with
the IGAs. They also confirm that accounts held
by estates are not financial accounts for purposes of FATCA.

Local bank rules ease path for US citizens
Another change that may have a practical
impact on private clients is the revised ‘local
bank’ test under the final regulations. Over the
past few years, institutions have chosen to refuse
to accept new US clients and to terminate relationships with existing US clients sometimes on
the false understanding that this eliminates their
FATCA compliance obligations. As a result,
some US people have found it difficult to open
and maintain accounts where they live.
Broadly, under the ‘local bank’ exception,
banks that only service clients in a particular
jurisdiction are exempt from FATCA. However,
under the final regulations, a local bank will no
longer qualify for this exception if they discriminate against opening or maintaining accounts
for US clients.
While it is too soon to tell how much of an
impact this will have, it could make it easier for
US people to have accounts at local banks where
they live. 
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