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Premise - clients are yearning to be told what to do.  

Thesis – “wealth management” is a relatively new term. Models of delivery are changing to incorporate this term but most are hollow.  Too many institutions have promised something that neither their staffs nor their platforms can faithfully fulfill.

Institutions have developed a variety of roles to serve clients that vary in alignment and cost.   The roles broadly follow three basic functional areas that serve the client – 

1. gathering/sourcing (sales and distribution) 

2. servicing and 

3. a variety of specialist functions.  

The client orientation of these roles varies according to compensation plans and institutional culture.  The best models orient the professional to serve the client needs first. 

To fulfill what clients desire and to gain a client’s trust, the client service delivery role must be handled in the spirit of an active ombudsmanship (as distinct from a passive stewardship); ideally, by one person who is facile in several disciplines and is a catalyst for the promotion of ideas and action related to client solutions.  It is very difficult for the first point of contact to have such a range of knowledge – few institutions have more than a handful of professionals that meet this standard.  If they do not possess the full range of skills they must act as a gatekeeper and coordinate the delivery whether via internal or external experts.  In any event, they must be seen by the client as the primary point of contact.  

The most effective ombudsman has an integrated knowledge of the following principal disciplines:

1. investment management

2. tax

3. legal (estate planning, retirement planning and wealth transfer)

4. risk management (insurance and compliance)

A significant deficiency or two greatly reduces the effectiveness of the delivery and, ultimately, diminishes the effectiveness of the business model.   

Advice itself, however, does not equal delivery.  The individual must possess an amalgam of characteristics that allow him/her to get beyond the bare case management facts and analysis and get into the client’s “skin.” This soft side is where the delivery really comes - only applied experience allows the advisor to get behind the obvious facts and circumstances and unfurl the deeper needs.

Who is the ombudsman?  A person who:

1. is a good listener and focuses on the client

2. is intellectually curious (including non-professional interests)

3. has accumulated applied experience and functions as a “knowledge” contact

4. is sensitive to family dynamics

5. follows through beyond expectations

6. is part teacher, coach, mentor, advocate, minister and friend

7. has self-confidence and is not intimidated by the wealthy milieu

8. has conviction  

9. possesses unswerving judgment - does the right thing first 

The ombudsman’s objective is to gain the client’s trust and win a greater “share of client” not a “greater share of wallet.”  The former focuses on the relationship the latter on a product and/or a transaction.  The former is a set of unique solutions that can not be mass produced.  Once again, the emphasis is on the soft side.  A greater “share of client” can only be achieved when the ombudsman feels what the client is feeling and not merely hearing what the client is saying.  It’s not unlike the keen diagnostic instincts of the best internists we know; they’re both clinical and intuitive constantly drawing upon their past medical observations.

For the ombudsman to execute on this promise an institution’s wealth management delivery must include several distinct capabilities that include the following principal “pods”:

1. an investment management complex

2. a fiduciary culture

3. banking - lending/credit

4. capital markets

5. legal and tax advisory services (external or internal)

6. philanthropic services

The investment management complex should provide the client access to a full range of conventional and alternative asset classes that could be proprietary or non-proprietary.  The fiduciary culture implies not only the ability to advise and execute on fiduciary issues and appointments, but also an impregnable risk management and control environment.  The banking and capital markets functions are, more or less, utilities that allow the ombudsman to leverage or monetize the client’s balance sheet.  Last, critical tax and legal advice can either be offered internally or externally through alliances and/or joint ventures with the ombudsman harnessing the team of advisors as a “hub.” 

The mix of these pods varies widely.  How such a variety of financial institutions came to this peculiar confluence in the delivery of wealth management is both historic and cultural.  It’s explained, in part, by various legal and regulatory schemes that authorized firms to “do business,” by regional conventions, and by the primacy of a particular organization’s wealth management delivery as a discrete line of business and its ability to compete for institutional resources.  The principal point is that few institutional models of delivery have been built around what the client demands. 

Background – financial services firms’ models of delivery have changed dramatically with adjustments during three discrete periods since the late 1980s – the credit cycle of the late 1980s/early 1990s, the bull market of the mid/late 1990s and the recent combined bear market/credit cycle of the 2000-2003 period.  In each of these periods, firms have modified their investment management, fiduciary and banking deliveries, respectively, often to accommodate a market or credit exigency and not for strategic emphasis. Banks lost ground, for instance, in the early 1990s when the credit cycle whipsawed their balance sheets and caused them to not invest in their people or their processes. Collaterally, banks, investment advisors, brokerages, broker-dealers and a few other hybrids including even traditional law and accounting firms have morphed into roughly the same “space.”  

Despite unprecedented wealth creation which was buoyed by the bull market of the 1990s and the beginning phase of a colossal intergenerational wealth transfer, most firms have not been prepared to focus on the private client business throughout the 15-year period.  The field has actually narrowed considerably at a time when demand has never been higher.   Market and economic cycles have caused most firms to be distracted.  Only recently have the larger multi-business line firms recognized the “ballast” a private client asset management business can provide to their business mix (i.e. Lehman acquisition of Neuberger Berman) and are only now making efforts to acquire or reinvest.    

Simply joining the chase will not be enough.  The costs of entry for new “players” will be high; organic growth will be particularly expensive.  Scale and institutional commitment will be rewarded as there exists a client satisfaction “multiplier.”    

During this same period, clients have become increasingly more sophisticated and their expectations have risen.  While a discussion of  “strategic asset allocation” was novel in the private client delivery 15 years ago, it is de rigueur today.  The client dialogue has advanced to include additional derivatives of asset allocation that include asset “location” and recent programs for systematic tax and overlay management.  While clients have become more sophisticated, their “cilia” are ultra-sensitized to advisors “bearing gifts.”  They remain wary and have become expert in flanking sales entreaties.  The ombudsman can disarm this protective armor if they present themselves as conflict free but this takes time.  Most business models lack the “patience” to support this delivery. 

Last, institutions must accept that the client relationship and commitment is with individuals and not with the institution.  They must preserve and protect their most experienced front line people, grow their ombudsman ranks and stay the course prepared to ride out the vicissitudes of the next inevitable market cycle.  Particular attention must be given to retaining their key client relationship managers and their top advisors who maintain relationships with outside wealth advisors.  All of this is, of course, an expensive proposition.     

Argument - those firms who have adjusted least and who have created scale without sacrificing client “intimacy” are best positioned to fulfill the client “promise” and meet the demand for “wealth management.” A select group of firms remain in the best position to attract and retain the critical individual talent and to marshal corporate resources to broaden and/or deepen their capabilities.  

Select opportunities exist, however, for firms to gain market share regionally or nationally.  Smaller community banks and boutique investment advisors, for instance, already play a trusted advisor role for their clients and enjoy the benefits of the client satisfaction multiplier. Although they may not have the horizontal capabilities of large firms, they can access many of those capabilities through other advisors and through alliances.  Non-public companies, of course, have a natural opportunity to be more patient – this is a particularly opportune time for them to invest in additional capacity or a complementary capability, as many public firms remain distracted by the economic cycle.   

Given varying commitments and resources, how can an organization effectively execute on the “promise?” What is the most efficacious business model; what are the trade-offs in putting the client first?

