
Savvy clients use
multiple curators
Many people now
place assets in
several banks
Page 2

Inside »

Scions go to
wealth academy
Experts run
courses on how to
keep it in the family
Page 3

Angels step into
lending breach
Start-ups offer
good opportunities
for investment
Page 4

FT SPECIAL REPORT

Private Banking
Tuesday November 20 2012 www.ft.com/reports | twitter.com/ftreports

T
here are still no easy
answers for rich people look-
ing for help with structuring
their finances. Almost five
years on from the start of the

global financial meltdown, private
bankers say the crisis afflicting much
of the eurozone, as well as political
unrest elsewhere, has meant markets
remain gripped by uncertainty.

Even after multiple attempts to
constrain the escalating eurozone
debt crisis – including an unprece-
dented injection of liquidity late
last year by the European Central
Bank – senior politicians have cau-

tioned that the end is not yet in sight.
Britain and Spain sank back into

recession in the first quarter of the
year as the full sting of governments’
austerity programmes was felt. Days
later, David Cameron, the British
prime minister, warned that Europe
was not even halfway through the
crisis as eurozone members were still
battling to agree the future of the
single currency.

“The difference between this year
and last is that geopolitical concerns
have moved centre stage,” says Jane
Fraser, head of global private banking
at Citigroup, the US bank.

She says it is not just the eurozone
problems that have created jitters
among investors. Following the dra-
matic Arab spring uprisings across
parts of the Middle East and Africa
that began in 2010, political uncer-
tainty spread to the west as elections
took place in the US and France.

Gary Dugan, chief investment
officer for Asia and the Middle East at
Coutts, the private bank part owned
by Royal Bank of Scotland, said in a
recent note that the immediate reac-
tion to Barack Obama winning a sec-
ond term as US president was a mod-
est rally in equities and broad dollar

weakness. He added: “However, gains
may be capped by concerns that
Obama may struggle with a divided
Congress to avert the year-end ‘fiscal
cliff’ of tax hikes and spending cuts.”

Managers say clients are unnerved
by unstable political environments.
“When markets are volatile, people
tend to sit on their hands,” says Rory
Tapner, head of wealth at RBS.

Among investors’ chief priorities is
holding a highly liquid and diversified
portfolio of assets, so they do not find
themselves locked into a risky asset
or, crucially at this time, currency,
just as values plummet.

Wealth advisers say clients have
been increasingly focused on currency
risk as the eurozone crisis has deep-
ened. Investors in Greece have moved
rapidly to shift funds out of their
country into UK property, for exam-
ple, while French and Italians have
begun to follow suit.

“Cash is safe – but in what cur-
rency?” asks Ms Fraser. “Clients don’t
want to be in the euro. There is a lot
of interest in baskets of currencies,
which include Asian exposure and
those of commodity-rich areas such as
the Australian and Canadian dollar.”

Continued on Page 2

Managers of
wealth need
to be nimble
Firms are struggling tomeet the demands of
clients who are increasingly becomingmore
independent, reports Sharlene Goff

Protesters at an anti-austerity rally in Greece this month. Global political uncertainty has added to the sector’s woes Reuters

One of the most important
and draconian pieces of tax
legislation to come out of
the US in generations con-
tinues to cause anxiety and
uncertainty among the
world’s biggest financial
services groups.

A final draft of the For-
eign Account Tax Compli-
ance Act – or Fatca – billed
as the first time a country
will impose an overtly extra-
territorial tax regime, was
due out last month but is
now not expected until next
month and probably later.

Capco, the financial serv-
ices consultancy, says the
scope of Fatca is not yet
fully defined and “keeps
evolving”.

“Until the regulations are
out, we have nothing set in
stone to work with,” the
head of one of the world’s
biggest fund managers says.

Fatca was drafted after
the revelation in 2009 that
UBS, the Swiss bank, had
been helping thousands of
US citizens avoid tax. UBS
was forced to pay $780m
and disclose information on
some 5,000 account holders
in settlement.

In 2010 the US govern-
ment announced Fatca. The
goal was to force non-US
financial institutions –
banks, fund managers,
trusts, fiduciaries, custodi-
ans and depositaries – to
provide it with data on US
citizens with assets outside
the US.

Under the original terms,
all these institutions would
have to identify and review
the accounts of any US cli-
ent on their books and
report in the next three
years. Accountants estimate
the scheme as originally
devised could raise up to
$8bn in tax revenues by the
next decade. But it could
also cost institutions more
than $100m to set up the sys-
tems needed for compliance.

In theory, if institutions
do not comply, the US will
withhold 30 per cent of any
dividends, income and sale
proceeds from US assets
held by those companies,
whether on behalf of them-
selves or of clients.

It will be up to financial
groups that have under-
taken to comply to levy the
withholding tax on behalf of
the Internal Revenue Serv-
ice (IRS) in the US on any
fellow institution that is
deemed to be non-compliant.
That will be disastrous for
some companies, says one

fund manager. “No one will
want to work for or invest
with a financial institution
where that might happen.”

The good news, says a tax
expert at one bank, is that
the US has extended the
timetable for implementa-
tion. The deadline when US
withholding agents are
required to start holding
back 30 per cent of money
due to be paid out has been
moved to the end of 2016.

The US government has
made it clear that levying
the tax is the ultimate sanc-
tion. Its goal is to make
banks around the world
hand over information and
any evidence of tax evasion
on US citizens.

As a result, it has out-
lined a lighter touch for
some types of investment
funds, including pensions.
It has also tried to address
worries that Fatca will run
up against state privacy
laws and has developed a
template for intergovern-
mental agreements (IGAs).

In September, the UK
signed the pioneering IGA,
which is expected to come
into effect next year. This
paves the way for an infor-
mation swap, and exempts
key government-backed
investment and savings
products, such as individual
savings accounts and pen-
sions, from reporting
requirements.

Banks will pass on infor-
mation on accounts of
$50,000 or more to HM Reve-
nue & Customs, which will
transfer this to the US
authorities. The IRS gets
the information it wants on

US citizens and the UK
authorities gain data on UK
nationals in the US.

That still presents compli-
cations, says Tom Hum-
phreys, a tax partner at law
firm Morrison & Foerster in
New York. “The UK is tech-
nically becoming a part of
the IRS system and UK
institutions will need to
familiarise themselves with
the workings of the system
and tax principles, which
are inevitably rather com-
plex,” he says.

Under this agreement,
however, all financial insti-
tutions will be deemed
Fatca-compliant. All pro-
ceeds on US assets will be
paid gross to UK institu-
tions without the risk of
30 per cent being withheld.
It removes much uncer-
tainty for UK financial serv-
ices businesses.

The UK’s agreement her-
alds “a new phase in the
international crackdown on
tax evasion”, says Withers,
the law firm. Spain, France,
Germany and Italy are
expected to sign up to an
IGA shortly, as are Ireland,
Luxembourg and Japan.

The US, however, is still
battling to get other coun-
tries and financial centres,
such as Hong Kong, to make
similar agreements. Without
international ratification,
Fatca will continue to cause
uncertainty, warns Roger
Exwood, emerging markets,
Europe and Africa regional
head of product tax at Black-
Rock, the fund manager.

He said: “Financial insti-
tutions need to be confident
IGAs will be signed by
every jurisdiction they
operate in to avoid compli-
cations. For example, if an
EU country does not have
an IGA, a financial institu-
tion supplying information
to the IRS could fall foul of
the EU directive on per-
sonal data privacy.

“Businesses can only plan
with confidence if the IGAs
are not only signed but
signed in good time.”

US offshore crackdown
brings planning worries
Taxation

Delays to new rules
create compliance
uncertainties, writes
Kate Burgess

The US has outlined
a lighter touch for
some types of
investment funds,
including pensions

Swap: the IRS will get data on US citizens in the UK Bloomberg
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The ferocious rise in the
number of Asia’s wealthy is
being matched only by the
scramble by private bank-
ers to influence what they
do with their cash.

The region last year over-
took the US for the first
time in number of million-
aires, 3.4m, according to a
wealth industry survey.
This group is growing at
twice the average global rate.

“Every three to four min-
utes there is a new million-
aire in Asia,” says Didier
von Daeniken, head of
wealth management for
Asia, the Middle East and
Africa at Barclays Wealth.

This boom is attracting
newcomers into the wealth
industry, including main-
land Chinese banks. Bank
of China last month finally
held the official launch of
its offshore private banking
business in Hong Kong
after months of preparation
– and a huge push in hiring.

It will be a long time,
though, before Bank of
China and its mainland
rivals make real gains in
market share, say industry
experts. “Chinese banks
have been building out
aggressively, but because
they think they ought to
have a private bank, not
because they are winning
any clients,” says one.

While the market is grow-
ing and some institutions
are creating new busi-
nesses, the population of
private bankers who are
experienced in providing
advice and selling products
to Asia’s wealthy is not
growing to meet demand.

“It is an amazing time –
the hiring is frantic,” says
Kenny Lam, Hong Kong-
based co-leader of the
Greater China financial insti-
tutions practice at McKinsey,
the consultancy, which has
been studying the changes
in the industry in Asia. “The
cost margin is getting very
high because many people
are bidding for the same
relationship managers.”

He adds that the focus for
many institutions around
China is moving from win-
ning solely offshore busi-
ness to reaching the clients
more directly onshore on
the mainland and Taiwan,
through opening China-
focused desks in Hong
Kong. That China’s wealthy
are usually still running the
company that made them
rich means banks are also
looking to hire a different
sort of banker.

“Previously, private banks
would have looked at people
from the broader wealth
managers such as HSBC or
Citigold and trained them to
move up to private bank-
ing,” he says. “Now, they
are looking to hire corpo-
rate bankers who already
have the contacts in compa-
nies on the mainland.”

Mr Von Daeniken agrees
this is true to a degree but
says it is not as simple as
just bringing a corporate
banker into the private
banking world.

“Today, people are down-
sizing investment banking.
Does that mean the supply
constraints on talent for
private banking are easing?
Perhaps a little, but it
doesn’t always work out,”
he says. “That person may
have access to the entrepre-

neurs, but will they be able
to switch that conversation
from the corporate one to
one where they are able
to sell private banking
services? The hit rate is
often very low.”

However, Nick Lambe, a
private banking specialist
at Morgan McKinley Hong
Kong, the recruitment com-
pany, thinks the scramble
for private banking talent is
still focused on people with
a good record of keeping a
pool of clients who have
plenty of funds happy – and
who can bring those clients
with them to a new
employer.

“The battle for people
with five years plus experi-
ence and who have
$300m-$500m in assets
under management is still
pretty hot,” he says.

“If someone can demon-
strate they can bring over a
good chunk of those assets
and the clients have a risk
appetite that matches the
bank’s strategy, that person
will always be hired. A job
would be created for them.”

Those bankers are
expected to bring over at
least 30 per cent of their
assets under management
or, if the relationships are
really good, 50 per cent or
more, Mr Lambe adds.

Mark O’Reilly, managing
director of Asia-Pacific at
Astbury Marsden, another
financial recruitment com-
pany in Hong Kong, says it
is not only about these rela-
tionship managers who
bring in the money but also
increasingly about all the
people in the background
who ensure a private bank
runs smoothly and complies
with regulations.

“It is not just on the
revenue making side but

also on the infrastructure
side,” he says.

“Private banks are invest-
ing a lot in their risk func-
tions as the business grows
out here.”

All of this means pay is
increasing in a number of
areas, although for the vast
majority it is far from the
levels of boom-era invest-
ment banking. But for the
limited number of very
well-connected relationship-
managing private bankers
with the clients who will
invest in higher-margin
products, the pay can be
stellar.

With that pay coming
directly out of clients’ pock-
ets, no one in the industry
is prepared to go into
details. But the talent war –
and the connection between
wealth management and
winning investment bank-
ing business in Asia –
means the best people com-
mand big bids to move.

“People think we have
reached a level of compen-
sation that is unsustaina-
ble,” says Mr Von
Daeniken. “There are a few
people who are very well
paid, but there is a big gap
with the average.”

Mr Lambe agrees, saying
this disparity has only
increased. “The disparity
between the bonuses of the
really good performers and
the others is greater than it
has ever been because there
is less in the pot overall.”

Recruiters raise
the stakes in the
hunt for talent
Asia

Good connections
attract stellar pay,
writes Paul J Davies

‘Chinese banks
think they ought to
have a private bank
but are not winning
any clients’

The wealth management
industry has a long way to
go to win back the confi-
dence of rich individuals in
the aftermath of the finan-
cial crisis.

Disillusionment with poor
returns and advice is driv-
ing a change of approach to
banking. Rather than rely-
ing on a single institution
for all their needs, a grow-
ing number of people are
using the services of more
than one bank.

“Clients have become
more savvy about how they
bank,” says Cath Tillotson,
managing partner at Scor-
pio Partnership, the wealth
management consultancy.

Taking this approach
means that investors have
the opportunity to spread
their risk between institu-
tions, which gives them the
option to pick and choose

the most suitable bank to
use for their different
investment needs.

The importance of spread-
ing savings across different
banks as a way to limit risk
has been heightened by the
downturn, which demon-
strated that even large
institutions can fail.

This is a concern for
wealthy individuals since
deposit guarantee schemes
often have relatively low
limits. For example, the
UK’s Financial Services
Compensation Scheme only
guarantees up to £85,000 per
saver if an institution
should go under – and
funds held in separate
accounts in brands that are
part of one group may not
be protected individually.

Ms Tillotson believes that
individuals have come to
regard private banks mostly
as product providers, which
implies that they no longer
value their advice as much
as they used to.

“Individuals don’t feel
the same loyalty with one
institution. Many have
reviewed their arrange-
ments and now work with
more providers than they

did in the past,” she says.
According to Scorpio’s

research, wealthy investors
in the UK and the US have
on average about four and
three-and-a-half providers
respectively. Ms Tillotson
says this would have been
much lower five years ago.

The founders of a website
that aims to match individ-
uals with the right wealth
manager for their needs say
they have seen a trend for
private clients seeking to
spread their wealth.

“We have definitely
noticed that people are
more demanding,” says Lee
Goggin, co-founder of Find-
awealthmanager.com.

He says clients are seek-
ing a more comprehensive
overview of the services
that are available to them
from different providers,
and opting to move their
money to a number of insti-
tutions, knowing their
assets are more secure if
spread around.

A private client with
more than £100m in wealth
recently used the com-
pany’s service to source
additional private banks in
order to diversify risk.

There is also a growing
trend of rich people shifting
their wealth away from the
big private banks to
smaller, independent
wealth managers and bou-
tiques in the search for
independent advice.

David Scott, who left the
Swiss bank UBS to set up
Vestra Wealth, an inde-
pendent wealth manager, in
October 2008, says he has
seen a “noticeable” shift in
clients moving from the big
private banks in the past
six months.

“While many clients
became disillusioned with
the banks post financial cri-
sis, many of them remained
with the big banks in the
hope that the inappropriate
sales practices would
cease,” he says. “Four years
on, no change is in sight,
and clients now want to be
with a company that they
can trust.

“They want an organisa-
tion that does listen to what
they want and recommends
appropriate action accord-
ingly. They want to know
that they are not being led
into investing in a product
to meet a sales target.”

Family offices have also
benefited from this shift
away from private banks as
they have come to realise
that the need for a trusted
adviser may be best met by
smaller independent institu-
tions.

“It is not so much that
families are deserting big
institutions, but that they
tend to use them for
specific products and serv-
ices, rather than seeing
them as their lead advis-
ers,” says one family office
specialist.

Industry commentators
believe that rules banning
all financial advisers from
receiving commission from
providers for selling their
products will give private
banks the chance to win
back the trust of clients.

From January 1 2013, the
UK’s Retail Distribution
Review (RDR) will outlaw
the existing system of com-
mission payments and will
permit advisers only to
accept payment from cli-
ents.

“It has become clear that
there were excesses, some
would say an overemphasis
on product push, in signifi-
cant parts of the industry,”
notes Ian Ewart, head of
products, services and mar-
keting at Coutts, the pri-
vate bank.

“The introduction of RDR
should now be seen as an
opportunity for those that
are truly advice led to make
a positive difference in the
way they serve their cli-
ents,” he says. “It will make
transparent what a client is
paying and may help many
financial institutions
develop a more balanced
compensation structure.”

Disillusioned clients use multiple curators

L
ocal “impact” philanthropy
that allows people to see the
effect their donation has on
their community has become
one of the most popular forms

of altruism in the past decade.
But judging the success of gifts

made overseas, in countries the donor
may not know well or visit regularly,
presents more of a challenge.

Many of the countries with the
greatest needs also pose some of the
greatest risks that the money pro-
vided will not reach its intended desti-
nation because of fraud, corruption or
poor management.

Choosing a project to become
involved with can be a lengthy proc-
ess. Corruption is common in countries
where there is no regulation of chari-
ties, says Emma Turner, head of cli-
ent philanthropy at Barclays Wealth.

Unless there is reassurance on these
points, Barclays advises giving money
through a UK-based charity that is
accountable to the donor and should
have rigorous due diligence in place.

Last year Madonna, the singer, was
involved in a case that highlighted
the pitfalls of donation when her
plans for a school in Malawi were
scrapped two years after they began,
and with $3.8m spent.

Jon Needham, global head of fiduci-
ary services at SGPB Hambros, says
the way wealthy families and individ-
uals donate money has changed in
recent years. “Gifting money to chari-
ties is not enough,” he says. “Instead,
the very wealthy want to set up a
sustainable philanthropic legacy in
which they and their families can
take an active role.”

But wealthy individuals often have
more success by working in partner-
ship with non-profit organisations
that already operate overseas, rather
than going it alone.

As well as setting up new organisa-
tions, Mr Needham has assisted a
number of clients to establish their
own charitable structures in partner-
ship with a recognised charity in the
field they wish to be involved in.

“This gives them the opportunity to
be much more hands-on and in many
cases allows donors not only to con-
tribute financially but also their skill,
knowledge and experience in a way that
is personally more rewarding,” he says.

Effective donation means having a
strategy so that donations are not
wasted, but it should also ensure gifts
do no harm, says Maya Prabhu, head
of UK philanthropy at Coutts.

“We encourage donors to consider
local funding intermediaries, including
community foundations, that have a
good track record,” she says. Ms Pra-
bhu also suggests “collaborating with
other funders that have experience of
working in the communities you wish
to support and conducting site visits”.

Collaboration can also benefit the
charities. In the US, the Center on
Philanthropy at Indiana University
found that donors were more likely to
increase donations to charities with
which they were personally involved.

Karin Jestin, head of philanthropy at
Geneva-based Lombard Odier, worked
with a wealthy European donor who
wanted to help underprivileged chil-
dren overseas. Although he had
worked with disabled children he had
no idea how to find the right projects.

The bank, she says, suggested some
projects and accompanied him when
visiting them on the ground to carry
out due diligence.

The charity he chose, Future Hope,
was founded in 1987 by Tim Grandage,
a former banker, and helps children
in Calcutta, India, to leave the streets,
providing them with a healthy and
secure environment. Every night, the
founder drives to railway stations and
other public places to pick up home-
less, often orphaned, children.

Rebecca Eastmond, head of philan-
thropic services for Europe, the Mid-
dle East and Africa at JPMorgan Pri-
vate Bank, says good philanthropy
means thinking about the challenges,
rather than donating blindly. Invest-
ment in the right places can, she says,
help communities and countries build
their own capacity and break the
cycle of dependence.

Acumen Fund is one example she
cites of a foundation that uses donors’
funds and invests them in businesses
in the developing world that provide
essential services to the very poorest.
Donating larger amounts to fewer

causes is also a wise choice, she
advises, because it allows donors to
do comprehensive due diligence on
the organisations they support.

Russell Prior, head of philanthropy
at HSBC Private Bank, says negotiat-
ing due diligence is the biggest chal-
lenge when giving money overseas.

“Funds distributed into poorer
countries can go further and achieve
a greater impact,” he says. “But the
legal, regulatory and risk hurdles are
much higher than giving locally.”

For smaller donations made over-
seas, HSBC recommends working
through reputable international non-
governmental organisations. For
larger donations, where greater due
diligence is required, the bank recom-
mends seeking advice from profes-
sionals working in this area.

There is also, he notes, a difference
in the tax treatment of donations
made overseas compared with those
made locally. “Giving to local chari-
ties in your own country is, in many
countries, tax effective, whereas per-
sonal charitable donations made over-
seas rarely are,” he says.

Due diligence is
vital to ensure
charity reaches
its targets

PhilanthropyA few basic steps should prevent
funds being squandered, writesElaineMoore

A homeless boy
in India: good
philanthropy is
not about
donating
blindly Reuters

Cath Tillotson: rich get savvy

For sophisticated inves-
tors with more of a stomach
for distressed assets, the
eurozone crisis is expected
to create some opportuni-
ties in the next year as
banks restructure and trim
balance sheets. Wealth
managers believe asset
prices remain too high –
and there is a long way to
drop – but they expect some
buying opportunities to
emerge around property
and corporate loans.

While Europe is believed
to be at the beginning of a
decade-long economic
adjustment, more positive
signs are surfacing in the
US as confidence creeps
back into the economy.

Continued from Page 1 Citigroup says it has seen
renewed signs of life among
entrepreneurs as confidence
returns and, with it, a
greater appetite for invest-
ing.

As Europe falls deeper
into the downturn, how-
ever, the gulf between east-
ern and western markets
is becoming ever more
apparent.

Wealth managers say
entrepreneurs and investors
in emerging markets are
aware that growth will be
more difficult over the next
five years than it was in the
previous five, but that they
still expect gross domestic
product in developing areas
to increase at a faster rate
than in the west.

A big driver is the rapid
expansion of the middle
classes, particularly in
China, Hong Kong and
Singapore, but also in
smaller markets such as
Indonesia and the Philip-
pines.

Growing businesses are
also finding it easier to
access finance in the mar-
ket rather than relying on
family wealth.

“Bit by bit, Asia is mov-
ing to a more classic wealth
management model,” says
Mr Tapner at RBS. “There
is more growth, more risk.”

Back in Europe, muted
appetite for risk meant that
investors missed out on
an opportunity to bolster
their portfolios in the

early months of this year.
Equities had a good run

at the start of 2012 – the
Dow Jones Industrial Aver-
age increased 7 per cent in
the first three months,
while the FTSE All-Share
rose about 5 per cent.

However, antipathy
towards the markets meant
that few private investors
took advantage of this rise.
Instead they are still
favouring cash or cash-
related short-term securi-
ties, even though the
returns on these have been
curbed by high demand and
low interest rates.

Clients are also chasing
investments that provide
capital gains because the
taxes on these can be lower

than on those that generate
income – although the
greater demand means
returns on these instru-
ments are being squeezed.

It is not just investors
that are facing a tough
environment. The banks
themselves are battling
against not just difficult
market conditions but a
string of other challenges.

“Given the tougher regu-
latory backdrop, the contin-
uing eurozone crisis and an
increased focus on tax
transparency, there is now
even greater pressure for
private banks to maintain
their margins, control costs
and find new avenues of
revenue growth,” says
Jeremy Jensen, head of

private banking and wealth
management in Europe, the
Middle East and Asia
at PwC, the professional
services firm. “Standing
still is no longer an option
and institutions must
quickly adapt now, or face
being left behind.”

Recent months have also
produced some reputational
issues for the industry. The
Financial Services Author-
ity, the UK regulator,

branded private banking
and wealth management an
“emerging risk”, rocking
the traditionally conserva-
tive image of private
bankers.

The watchdog found evi-
dence that many firms were
selling unsuitable products
and prioritising their own
incentives over customers’
needs. A review followed a
string of FSA penalties
against some of the most
prestigious names in finan-
cial services, including
Coutts and JPMorgan, the
US bank.

These reproaches, and the
disappointing investment
performance of many asset
classes since the crisis,
have left banks facing an

uphill struggle to win back
trust. “Today’s client is cau-
tious, smart, less loyal,
expects a greater level of
service and clear value,”
says Mr Jensen.

“Private clients have tra-
ditionally been relatively
easy to manage, but they
are now taking a much
more active interest, and
wealth managers will have
to work harder to earn cli-
ents’ long-term loyalty and
trust.”

Ms Fraser at Citigroup
adds: “Trust will have to be
regained client by client
through back-to-basics rela-
tionships. If the industry
focuses on core relation-
ships, it will be a much
healthier financial system.”

Managers of wealth need to be nimble as they look to regain trust

‘Today’s client is
cautious, smart,
less loyal’

Spreading risk

Many people now
split assets between
several banks, says
Tanya Powley
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P
rivate banks are thinking of
innovative ways to get
youngsters interested in the
language of finance. Some
hold tutorials to teach chil-

dren about wealth while others run
competitions or set up interactive vir-
tual portfolios to give them a taste for
finance.

“One of the challenges we run,”
says Charlie Hoffman, managing
director of HSBC Private Bank,
“involves giving children £1,000 each
and asking them to use it to make as
much difference to the world as they
can with it.”

He says the idea of the competition
is to teach the value of money. “For
example, we might tell them how
much it costs in Africa to save some-
one’s sight or to supply a family with
water for the year,” he says.

“The idea is that at the end of the
project the child will understand what
£1,000 can do so that when that child
grows up and goes into a nightclub
and considers buying a bottle of

Cristal, he or she might think twice.”
Others, such as Fleming Family &

Partners, run Dragon’s Den-style
courses, in which attendees, in teams,
come up with entrepreneurial ideas to
present at the end of the week to the
“Dragons” – industry experts and
their parents.

But what is the point of these
courses? Private banks say that fail-
ure to carry out cross-generational
succession planning can have a more
dramatic effect on a family’s finances
than a banking crisis or a collapse in
market confidence.

This is because most family for-
tunes fail to survive three generations
and the absence of clear leadership,
effective communication and well-doc-
umented governance structures can
cause uncertainty and division, which
is particularly damaging if there are
directly held business assets.

Andrew Nolan, head of the family
office division at Stonehage, the
wealth manager, says: “At its mildest,
this disagreement can result in a loss

of direction and leadership and, at its
worst, can result in a full-scale family
war as different family members fight
each other for the assets, the legacy
or the family leadership.

“By the third or fourth generation,
the chances are very high that
those who inherit were brought up in
luxury with little concept of the
work ethic on which the family for-
tune was founded. The increasing
independence of younger generations
today, who are less likely to take the
helm of a family business, is also an
emerging issue.”

The problem, says Catherine Grum,
head of wealth advisory at Barclays
Wealth, is that many families do not
like talking about their wealth. “But
if people don’t have the discussions
then the family won’t know what to
do once the matriarch or patriarch
dies,” she adds. “Most of the conflict I
see is based on a lack of communica-
tion between the generations.”

She says one of the biggest concerns
for many families is divorce. “Wealthy

families worry that their children will
be seen as a target,” she says. “One of
our clients was so concerned about it
they had a family rule that for the
first three years of marriage each
child’s wealth was limited so they
gave the marriage a chance of
success.”

Société Générale Private Banking
says it runs a number of technical
workshops for clients’ children, which
focus heavily on succession and trans-
generational planning. It also runs
investment games where students
manage virtual portfolios.

Then there is the Coutts Academy,
run by Coutts private bank. One of its
courses, Finance “101” – which
derives its name from basic university
courses in the US and elsewhere – is
designed to help 18-30-year-olds have
an understanding of personal finance.
It has an online classroom for people
around the world to help younger cli-
ents establish a network of contacts.

Experts say many families have not
seen the levels of growth they had

before the financial crisis and need to
adapt. “The crisis has continued for
such a long time – and looks likely to
continue – that families are increas-
ingly being forced to look at next gen-
eration planning through necessity as
much as by desire,” says Paul James,
chief executive of Citi Private Bank’s
trust business.

Richard Brass, director at Beren-
berg Bank, agrees. “The crisis has
brought about a great awareness of
volatility, the risk of negative per-
formance and the vulnerability of
family estates. Families are looking to
be more involved in preserving their
wealth.

“Mapping the overall wealth of a
family and its ability to support
future philanthropic projects is there-
fore important alongside determining
an investment strategy,” he says.

“This creates a two-way dialogue.
The current generation can reassess
existing strategies, while the future
generation learns about the family’s
vision and approach to wealth.”

Experts offer
guidance on
how to keep it
in the family

Inheritance Imaginative schemes exist to
train the scions of wealthy families tomanage
their fortunes, says LucyWarwick-Ching

‘By the third generation,
the chances are that those
who inherit were brought
up in luxury with little
concept of a work ethic’

Family fortunes: Dudley
Moore as ‘Arthur’ (1981),
whose behaviour puts
his legacy at risk

Warner Bros

Private banks are starting
to turn to higher risk assets
to preserve the wealth of
their clients as returns from
fixed-income fade and rates
on cash remain low.

Bonds have been the
asset class of choice for
wealth managers as their
priority has been to focus
on wealth preservation for
their clients amid volatile
global stock markets.

But as yields on fixed-
income have fallen, private
banks have had few options
but to increase risk, often
moving more money into
equities in the search for
real returns.

“We see many of our
clients who have become
frustrated with deposit
rates, and this is the chal-
lenge for investors right
now: where to achieve infla-
tion-beating returns with-
out taking on too much
risk?” says Alan Higgins,
chief investment officer UK
at Coutts, the private bank.

He points out that many
of the traditional haven
asset classes, such as
government bonds, now
offer negative real returns.

This has led many wealth
managers to shift away
from government gilts and
into investment-grade, high-
yield and emerging market
bonds.

SGPB Hambros, the
wealth manager, has been
investing and telling its
clients to allocate a large
portion of their portfolio in
corporate bonds with strong
fundamentals.

“These assets have deliv-
ered double digit returns on
a year-to-date basis,” notes
Eric Verleyen, chief invest-
ment officer at SGPB Ham-
bros.

SGPB Hambros has
increased the resources it
devotes to bonds to make
sure its selection process is
very robust.

“As co-operatives are now
financing themselves at
lower rates, there is not
much yield remaining on
top-quality bonds. The
bonds universe needs now
to be enlarged to the so-
called high-yield bonds,”
says Mr Verleyen.

“There are some very
good names in that sphere
and our role is to identify
those companies with great
prospects that create oppor-
tunities for our clients,”
he adds.

Over the past year, Citi
Private Bank has advised
clients to invest in long-
dated, good-quality corpo-
rate bonds. According to
Alexander Godwin, global
head of asset allocation, US
corporate investment-grade
bonds with maturities over
10 years would have
returned 13 per cent for
investors in the year to
date.

However, with corporate
bond yields falling and
some concerns over liquid-
ity risks, some private
banks are now looking to
the equity market for more
attractive returns.

“Much of the focus has
been on corporate bonds,
which have become so pop-
ular that trading turnover
has risen fourfold since the
credit crisis, and yields are
the lowest since records
began in 1973 at 2.8 per
cent,” says Mr Higgins.

In the past month, Coutts
has been switching out of
cash and investment-grade
bonds into equities. “We are
looking to high-yielding
equities as a counter to the
low interest-rate environ-
ment,” he says.

Citi Private Bank has
taken a similar approach.
“With fixed-income yields
so low, many stocks offer
high yields through their
dividend payments,” says
Mr Godwin.

However, he says that
attention needs to be paid
to the sustainability of the
stocks’ dividends based on
the strength of the
company’s cash flows and
balance sheet.

ABN Amro has also
become more positive on
equities, moving to an over-
weight position in early
September. It also reduced

its exposure to cash from
16 per cent to 4 per cent.

“People are starting to
look at the equity markets
to find new kinds of havens.
They are doing this by
default because bonds are
too expensive,” explains
Didier Duret, chief invest-
ment officer at ABN Amro.
He says that, while clients
are looking for ways to pre-
serve their wealth, this can
no longer be achieved in
the traditional ways, such
as cash and the safest gov-
ernment bonds.

Investors with longer-
term horizons should focus
on increasing equity alloca-
tions, according to Willem
Sels, UK head of investment
strategy at HSBC Private
Bank.

“We’re overweight equi-
ties in most portfolios and
believe that valuations are
still attractive in most
countries,” he notes.

However, many investors
are reluctant to increase
their risk despite the allure
of possible higher returns.

“Low cash and bond
returns are starting to
incentivise more investors
to put some money to work
into equities,” says Mr Sels.

“But high yield and rela-
tively defensive stocks
are often seen as a popu-
lar intermediary step for
many investors, before
they consider a signifi-
cant increase to their
equity allocation.”

Higher risk equities displace safe
bonds in quest for better yields
Investment

New strategies
have to be found
to counter low
percentage returns,
says Tanya Powley

Alan Higgins,
chief investment
officer UK at
Coutts
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D
uring a year in which the
value of Spanish govern-
ment bonds has gyrated
wildly, it is sometimes easy
to forget that the European

debt crisis has transformed what were
once sturdy, if somewhat dull, assets
into almost speculative investments.

For rich Spaniards who, after their
country joined the single currency,
believed they had left behind the days
of currency devaluations and sover-
eign risk, the concerns over Spain’s
place in the euro has triggered a reas-
sessment of what, if anything, can be
deemed a safe investment in a sud-
denly highly uncertain world.

While the verbal intervention of
Mario Draghi, president of the Euro-
pean Central Bank, has reassured
investors that Spain will not be leav-
ing the single currency any time soon,
lingering fears have seen many
wealthy Spaniards increasingly divert
investments abroad.

Many of the country’s private banks
have reported that their clients are
more concerned than ever before with
the risks that are now present when
investing in shares, bonds or property
based in their home country, and
many have sought increasing diversi-

fication into investments elsewhere.
For two years they have been ask-

ing where should they invest. The
focus of families used to be
profitability, now it is which bank can
they trust in, with people looking for
solid, strong institutions. As a result,
wealthy families are seeking diversifi-
cation both in Spain and outside it
and the eurozone.

“In the short term, no one thinks
the euro will break, but in the
medium term there is less certainty,”
says Ana Figaredo, Spanish head of
Lombard Odier, the Swiss private
bank. “There is a lot of tension about
what will happen in Greece, as people
think that could lead to a chain
reaction of countries leaving. No one
knows how a country leaving the euro
would work.”

This uncertainty has increased
demand for assets that are not denom-
inated in euros and for companies
that have large parts of their busi-
nesses outside the region.

Some private banks also report
rising demand for gold investments,
while others offer to locate funds out-
side Spain.

“We are seeing people want to
reduce their exposure to Spain, and

look more for international companies
to invest in, or at least Spanish com-
panies with international businesses,”
says Ms Figaredo.

Retail and private bank client
demand for gold holdings has risen
around the world since the unleash-
ing of unorthodox monetary policy by
central banks during the crisis. This
was due to increased concerns over
currency debasement, and private
bankers in Spain note that very few
clients had ever made such a request
until the recent past.

“Three years ago it would have
been very rare for a client to want
gold. People are now willing to sacri-
fice profitability for perceived safety,”
says Ms Figaredo.

Although private banks are loath to
reveal the activities and investments
of their clients, anecdotal evidence
suggests that there has been an
increase in wealthier Spaniards look-
ing to move funds outside the euro
and Spain.

Another risk that many are keen to
avoid is expected tax increases over
the next five years as the Spanish
government attempts to find new
ways to reduce its budget deficit.

Private bankers report rising

demand for so-called Sicav investment
vehicles – collective investment
schemes that are taxed at a signifi-
cantly lower rate than standard
investments and which are registered
in Luxembourg or other locations
away from Spain.

Antonio Salgado, general director of
Banque Privée Edmond de Rothschild
in Spain, also argues that while many
wealthy families in Spain were once
just interested in the level of returns
being generated for them by their
wealth manager, many now concen-
trate more on the financial strength of
their banks and the experience of the
staff they hire.

Mr Salgado says: “People are look-
ing for solid, strong institutions, and
families are seeking diversification,
with part of their wealth in Spain, and
a part outside Spain and the eurozone.
We are recommending much more
diversification than before, not only
in bonds or shares, but also in emerg-
ing market bonds. We are also looking
at alternative assets, such as gold
and private equity, that can offer
higher returns.”

Yet for Mr Salgado, concerns over
the possible exit of Spain from the
eurozone are fading, and are no

longer the main worry of clients.
Instead, many are facing a similar
problem to that of investors world-
wide; to find any stable asset that can
provide a satisfactory rate of return.

“The situation in Spain is one
driver, but the main principle is that
market conditions across the world
have not been what people are used
to,” he says.

“Many families are looking for a
way to have returns, which is not
easy at the moment.”

Even more dramatic outcomes, such
as a Spanish government bailout, now
appear to be less of a concern for
clients, who have endured one of the
roughest years that the Spanish
markets have had to endure.

Ms Figaredo says the fear that
has stalked many of the country’s
moneyed families during parts of this
year has subsided, and she does not
expect any significant panic should
Mariano Rajoy, the prime minister,
make a bailout request for European
rescue funds.

“A big portion of our clients are
now expecting a rescue, it is a ques-
tion of when,” she says. “It has been
largely discounted, so I don’t expect
we are going to see panic.”

Tying the adrenalin-driven
world of investment bank-
ing to the distinguished
universe of wealth manage-
ment never really seemed a
good match.

“Taking investment bank-
ers and turning them into
private bankers is fraught
with problems,” says
Penney Frohling, a partner
at Booz & Company, a glo-
bal management consul-
tancy. “They are dealmak-
ers and not relationship
bankers.”

Regardless of the differ-
ences between short-term
dealmaking and long-term
relationships, both busi-
nesses have moved closer in
the past few years.

Investment banks from
Goldman Sachs to Barclays
have sought to strengthen
their wealth management
arms in the past few years,
while others such as Credit
Suisse and Citigroup have
deepened co-operation
between their vast wealth
management arms and
their corporate and invest-
ment banks.

The reasons are twofold.
First, both sides can feed
each other existing clients.
Second, wealthy clients
often ask for investment
banking expertise.

Tom Kalaris, head of
wealth and investment
management at Barclays,
says: “We share infrastruc-
ture and research with the
investment bank and we
sometimes partner with
them, especially with key
clients at the top end of the
spectrum, whose needs
often mirror those of invest-
ment banking clients.”

This is particularly true
in Asia and other emerging
regions, where private
wealth and entrepreneur-
ship go hand in hand.

An entrepreneur who lists
his company on the Hong
Kong stock exchange will
want to invest this payout

elsewhere. In Asia, more
than 60 per cent of rich cli-
ents are business executives
and they regularly seek cor-
porate finance advice.

Christopher Wheeler, ana-
lyst at Mediobanca, the
investment bank, says: “If
you don’t have an invest-
ment bank in Asia you
won’t be able to get busi-
ness from ultra high net
worth entrepreneurs there.”

This is the reason why
some pure-play private
banks have opted for part-
nerships. Julius Baer, the
Swiss bank, has strategic
partnerships with Austral-
ian investment bank Mac-
quarie in the region, as well
as with Bank of China.

A tighter union between
investment banking and
wealth management has
also become more impor-
tant in the US and Europe.

One particular area is
equities trading and public
listings. Ms Frohling at
Booz & Co says: “You want
to give your ultra high net
worth individuals the first
look at IPOs.

“This is how investment
banks can make inroads in
wealth management.”

In a similar manner, some
banks are also giving their
wealthy clients access to

services long reserved for
institutional customers –
such as research and whole-
sale pricing. Some banks
even have private bankers
sitting at trading desks to
better understand capital
flows and the pricing of
block trades or foreign
exchange transactions.

Investment banks’ prime
brokerage relationships can
also lead to the referral of
clients. Hedge fund manag-
ers typically do not want to

pay a high fee for private
banking. Some investment
banks therefore look at cli-
ent relationships from a
holistic perspective, lower-
ing the margins on one side
of the business for the bene-
fit of the other.

But a strategy to bring
the two sides of banking
closer together can also
have drawbacks. The most
difficult hurdle is bridging
the cultural differences and

the preparedness of the two
sides to share revenues.

Ms Frohling says: “The
ability and willingness to
look at revenues across the
group has always been a
stumbling block.”

Some banks have been
better at incentivising their
staff to co-operate. Credit
Suisse even publishes “col-
laboration” revenues of its
asset and wealth manage-
ment and the investment
bank, for which it has a tar-
get range of 18 to 20 per
cent of net revenues.

Deutsche Bank, seeking
to emulate this strategy, set
up a joint venture in 2008.
But this year it launched a
deeper push that will see
the investment bank pro-
viding trading, structuring
and execution expertise to
wealth management clients,
giving access to investment
opportunities in capital
markets and cross-referring
clients.

At Deutsche, as at other
banks, an integrated
approach had been opposed
as bankers feared it would
turn a relationship-driven
unit into a sales machine
for the investment bank.

Jacques de Saussure,
senior managing partner of
Pictet & Cie, the Swiss
private bank and fund
manager, says: “There is a
tendency by investment
bankers who run wealth
management businesses to
look at it as a channel for
their products.”

Some analysts say it is a
question of setting the right
incentives. “You have to
make sure that your rela-
tionship manager is and
remains the gatekeeper,”
Ms Frohling says.

Tim Monger, financial
institutions partner at The
Boston Consulting Group,
adds: “The relationship is
much more important than
product X or Y, which you
can buy anywhere else.”

He thinks that, despite
some advantages, there is
no need for a wealth man-
ager to have an in-house
investment bank. “It is not
a necessity. There are
plenty of wealth managers
that don’t have investment
banks attached.”

Sectors move closer but
client relations remain key
Manager co-operation

Advisers should err
on side of caution,
says Daniel Schäfer

In March, a UK government
report said that the short-
fall in credit faced by small
British businesses could be
as high as £60bn by 2016.

Its author Tim Breedon,
former chief executive of
Legal & General, urged the
government to find ways of
boosting small and medium-
sized enterprises’ access to
alternative sources of fund-
ing, whether through
pooled loan funds or private
placements of debt.

Mr Breedon said compa-
nies should be encouraged
to consider other innovative
financing schemes, for
example mezzanine finance
and hybrid debt or peer-to-
peer lending platforms.

Andy Haldane, head of
financial stability at the
Bank of England, said in a
speech in New York the
same month that: “Small
peer-to-peer lenders . . .
could in time replace high
street banks.”

Since then “crowd fund-
ing” and peer-to-peer lend-
ing to the enterprises sup-
posed to fuel job growth
and economic recovery
have been much discussed.

Pundits and policymakers
are asking how they can get
a meaningful number of
successful businesspeople,
who have already made
money, to invest in or lend
to entrepreneurs and start-
ups. After all, they have the
ability to back and advise
fledgling businesses.

For some time, private
equity firms have been
locking on to a new base of
individual investors from
private banks to supple-
ment the sovereign wealth
funds and large pension
funds that have historically
invested in their venture
capital and buyout funds.
More and more buyout fund
managers are turning to

private banks to help to dis-
tribute their private equity
investment schemes to indi-
viduals who can afford a
minimum investment of
$1m. Carlyle, for example,
has been using the Gold-
man Sachs private bank
and KKR has been using
JPMorgan to market funds
to wealthy individuals.

Meanwhile, private bank-
ing clients, who have suf-
fered nearly a decade of
poor returns on public
equity and now low yields
on bonds, are eager for any
investment that will pay
decent returns.

Richard Hill, co-head of
Fleming Family & Partners
Advisory, which advises a
number of wealthy families
with £4bn of assets in total,
says his clients invest in
small and start-up busi-
nesses not because “they
want to take on the role of
banks [but] more that it’s
where they see opportuni-
ties for return”.

John Veale, chief invest-
ment officer, Stonehage
Investment Partners, a
multi-family office, says:

“The retreat of banks from
the SME funding market
over the past few years has
created opportunities.

“Five years ago our cli-
ents would not have lent to
SMEs at all. We don’t facili-
tate direct lending, but a
growing number of our
clients do invest through
fund structures.”

He reckons that clients
will typically have between
five and 10 per cent of their
portfolio allocated to
private debt, which will
include SMEs.

But many clients do not
want to limit their invest-

ment to bonds or pooled
funds. Taking direct equity
stakes in start-ups may be
higher risk and there are
more regulatory hurdles,
but the returns can be spec-
tacular if investors back the
right company.

In addition, says Andrew
Haigh, head of client propo-
sitions at Coutts, the pri-
vate banking arm of Royal
Bank of Scotland, many
wealthy investors who have
made fortunes from busi-
ness are not simply pursu-
ing high returns.

Successful businessmen
also back start-ups because
they want to “give some-
thing back”, according to
the bank’s survey of entre-
preneurs, with 74 per cent
keen to advise other busi-
nesses and 65 per cent pre-
pared to invest in another
venture.

Private bankers at HSBC
note that clients who have
built their wealth in sectors
such as retailing or mining
and resources, are usually
so well plugged into their
own network of contacts
they rarely need help. They
can find their own venture
capital opportunities.

Coutts, however, says its
clients like help in picking
the right project. The bank
is the private banking part-
ner of a number of business
angel networks that set out
to match those who have
made a success out of set-
ting up a business with
those who would emulate
that success. For example,

it is a partner to Envestors,
a network that helps
to match investors with
start-ups needing expansion
capital.

The service may not obvi-
ously reap high returns for
the bank, says Mr Haigh,
but it deepens the bank’s
relationship with clients.

He says entrepreneurial
clients want to know about
business angel opportuni-
ties as “part of their wealth
strategy. They want to lock
part of their money up but
they also want to do some-
thing emotionally and intel-
lectually rewarding with
their money.”

Mr Haigh says that while
the amounts handed to
each start-up may be small,
“they are becoming mate-
rial in aggregate”.

And successful business-
men make good investors
for small companies, he
adds, saying: “Entrepre-
neurs are more patient.
They roll their sleeves up
and get involved.”

When things turn sour,
they are often philosophi-
cal. They understand the
risks of trying to start out
on one’s own, he says.

Finally, he adds, clients
get a certain satisfaction
even if their investments do
not all pay out stellar
returns. Backing a break-
through start-up makes for
a much better dinner party
topic of conversation than a
tale about a diversified
investment portfolio man-
aged by their banker.

Wealthy angels
step into the
lending breach
SMEs

Start-ups provide
investment chances,
writes Kate Burgess

Wealthy people
often ask for
investment
banking expertise

Businessmen are good investors for new companies Dreamstime

Spanish
investors look
for secure
growth abroad

Eurozone falloutThewealthy are seeking to
invest away from the continent by turning to
emergingmarkets, reports Miles Johnson

There are hurdles
but the returns can
be spectacular if
investors back the
right company

Protest: demonstrators taking
part in a general strike in Madrid
in November. Economic clouds
have led to a demand for assets
held outside the country Getty

‘There has been an
increase in wealthier
Spaniards looking to move
funds outside the euro’

The Swiss bank publishes ‘collaboration’ revenues of its
asset and wealth managers and the investment bank Reuters
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