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wealth management is “in.

Banks, wirehouses and RIAs are pouring resources into developing competitive wealth
management offerings, hoping to capture a Tlarger share of this rapidly growing
marketplace. And we believe many of these firms are going about it all wrong.

How?
By focusing too much on products and not enough on the c77ent experience.

In this three-part blog series, we focus on the evolution taking place in the wealth
management industry and present our thoughts on how to succeed in the face of this
evolution. In this first part, we focus on broader -industry trends and then begin the
discussion of how to differentiate an advisor’s practice. Let’s dive 1in.

There are reasons people shell out premium prices for a cup of coffee at Starbucks,
rooms at The Ritz-Carlton, Apple products and trips to Disney World. Yes, the products
offered by these firms are excellent, and yes, they all deliver good service, but the
reason these firms are so successful is that they understand their customers do not keep
coming back to buy a product-they are paying for an experience.

wealth management is evolving in the same direction.

The value proposition decreasingly focuses on products or services, which are assumed or
taken for granted. Increasingly, the emphasis is on the quality of the advice, the Tevel
of expertise delivered, the ease with which information and service can be accessed-the
wealth management experience enjoyed by the client.

According to research conducted in 2022 by vanguard,! here is a summary of how high-net-
worth (HNW) investors and families value their wealth management solution:

Typical value added for client

Module (basis points)
Suitoble asset allocation using broadly diversified funds/ETFs 0 0"
Cost-effective implementation (expense raotios) (1] 30
Rebalancing (1] 14
Behavioral coaching 0 Oto> 200
Asset location (5] Oto 60
Spending strategy (withdrowal order) (4] Ot 120
Total return versus income investing (7] 0"

Range of potential value odded (basis points) Up to, or even exceed, 3% in net returns
*Value i deamed significont but too unigue to each investor to quantify.

For definitions of terms in the figure above, please visit the glossary.

This paper summarizes several of the trends driving the high-net-worth marketplace
today, with a particular focus on commoditization and true differentiation in the high-
net-worth space. It also suggests what a successful wealth management solution needs to
offer and why more firms find that outsourcing provides them with the best opportunity
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to remain competitive and deliver an appropriate wealth management experience.

To deliver a successful wealth management solution in today’s competitive marketplace, a
good place to start is with the idea of the “3 Ps” (Platform, Process, People) model,
an adaptation of the “People, Process, Technology” framework applied across many

industries:?
Platform

A competitive solution begins with the wealth management platform offered to clients. An
appropriate framework here is the solution offered by many of the leading wealth
advisory firms. These firms rarely compete based on product or price-they compete based
on the quality of the advice they provide and the level of service they deliver.

The advice these firms deliver can be segmented 1into main categories—investment
consulting services and a broadly defined suite of wealth management services tailored
to the needs of the client base.

Investment consulting has its historical roots in the institutional world, where pension
funds, endowments and foundations have long sought objective advice on how to structure
and implement an appropriate investment portfolio.

In the high-net-worth space, the “deliverables” of dinvestment consulting can be
summarized broadly as follows:

e Integrated wealth planning

e Investment policy statements

e Asset allocation and “asset location” planning (tax efficiency)

e Customized portfolio construction

e Manager search and selection (both traditional and alternative investments)
e Consolidated performance reporting

Most of these terms are self-explanatory, but the phrase “integrated wealth planning,”
made popular by industry thought leader Jean Brunel,3 deserves further discussion.

The term refers to the fact that the dinstitutional consulting model, with its heavy
focus on unemotional asset allocation in a world where the time horizon theoretically is
infinite and taxes don’t exist, is flawed when applied to tax-paying humans.

Brunel suggests that when dealing with dindividual investors, the concept of an
“optimized” portfolio does not exist; 1instead, investors and their advisors are on a
perpetual “path to optimization.”
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Asset Allocation Asset Location

Integrated
Wealth

Plan

Behavioral
Finance

* pdapted from Jean Brunel, Brunel Associates

Think of integrated wealth planning as a three-legged stool. One leg is the traditional
concept of asset allocation-diversifying investments across multiple asset classes in
such a way as to minimize the risk of the portfolio for an expected or desired Tevel of
return. Many advisors today still “sell” asset allocation as the be-all and end-all of
investment planning. But traditional asset allocation ignores two 7inconvenient aspects
of dealing with 1individual 1investors—they pay taxes, and they frequently behave
irrationally with respect to their wealth.

To factor these components in on the “path to optimization,” wealth managers need to
incorporate the following:

e Asset Location: This refers to the 1integration of appropriate estate planning
vehicles to minimize the taxes paid on the overall investment portfolio. Estate
planning is often pigeonholed to minimize wealth transfer taxes as money moves
through generations. But the proper use of estate planning and other tax-deferred or
tax-minimization vehicles (IRAs, 401(k)s, LLCs, FLPs, trusts, etc.) can also reduce
income taxes paid along the way. By placing different types of investments within
different tax-deferred and estate planning entities, 1investors can increase the

inherent power of compounding within the portfolio.* Many wealth advisors tend to
focus on creating the “perfect” investment portfolio-but the truth is that, in the
Tong run, good tax and estate planning will trump good investment planning every
time.

e Behavioral Finance: The field of behavioral finance, which is essentially the
study of why perfectly rational investors frequently make wildly drrational
decisions with respect to their money, has been around for 20-30 years, but it is
only 1in the past several years that the wealth management industry has attempted to
turn the theory 1into practical applications. Today it represents one of the most
talked-about and written-about concepts in the industry. with respect to the “path
to optimization” for dindividual dinvestors, it can be thought of as developing a
better understanding of the dinvestor’s emotional makeup and frame of reference
concerning their wealth and using that understanding to create investment portfolios
that not only “work” quantitatively, but are comfortable for the investor from an
emotional perspective. Most wealth advisors have experienced the frustration of
creating an investment plan for a client that is never implemented or 1is abandoned
at the first unexpected event. Many times, this is because the investor simply could
not “buy in” to the plan from an emotional perspective.

Successfully integrating asset allocation and asset Tocation into an overall wealth plan
that fits the emotional frame of reference of a specific client is clearly not a
commodity—it 1is a critical step in delivering a differentiating wealth management
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experience.

e According to annual wealth management surveys from Capgemini and PwC,> in addition
to investment consulting, the successful wealth management platform must also
deliver a broad array of services tailored to the needs of the affluent marketplace,
such as:

e Access to alternative and private investments

e Access to digital assets and digitized technology

e Access to ESG and Impact strategies

e Access to “0CIO” (Outsource Chief Investment Officer) services

e Access to attractive loan rates and credit services

e Negotiated access and price for managers and custodians

e Access to top-quality estate and insurance planning

e In-house or external access to high-quality trust services

e Internal or external access to bill paying, recordkeeping and tax preparation

Here 1is how Capgemini sums up wealth management trends as we move through 2023 and
beyond:

Exhibit: Top trends in wealth management 2023 - Priority matrix

Changes in industry dynamics

ESG regulatory standards aim to curb corporate
investment greenwashing

W Demand For OCIO services is on the rise

Investor appetite For digital assets drives wealth
industry capabilities beyond cryptocurrencies

Amid volatility, investors seek new portfolio strategies,
such as direct indexing

Significant

Wealth management firms refocus on the
mass-affluent segment

As women increasingly control more wealth, firms must
earn their trust and wallet share

High

Business resilience

Adoption priority (2023)

[l Evaluating cybersecurity for future readiness

A digitalized core can bridge the gap between
relationship managers' expectations and WM firms’
automation capabilities

Medium High Significant

Medium

The wealth management industry is consolidating
to achieve scale

Family offices showcase bespoke services while facing
regulatory dynamics

Business impact (2023)

Source: Capgemini Research Institute For Financial Services Analysis, 2022

The key word in all these services is “access.” It 1is not required-and often not
desirable-for a given firm or practice to deliver these services through internal or
captive channels. As wealth management becomes more complex and customized, many firms
are developing expertise in specialized and niche-oriented services.

The comprehensive platform described above 1is necessary but not sufficient for success.
These services are not automatic differentiators 1in today’s marketplace, but not
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offering them is, or soon will be, a negative differentiator.
In part two, we will focus on the other two “Ps”-Process and People. See you there.

1 see: https://advisors.vanguard.com/iwe/pdf/IARCQAA. pdf
2 see, for example: https://www.smartsheet.com/content/people-process-technology

3 jean Brunel, “Integrated wealth Management: The New Direction for Portfolio Managers,”
Euromoney Publishing, 2002. See: https://www.amazon.com/Integrated-wealth-Management-
Direction-Portfolio/dp/1855649233

4 see, for example, Doug Rogers and Scott Welch, “Tax-Aware Investing - An Interview with
Douglas S. Rogers,” Investments & Wealth Monitor, January/February 2015, pp. 5-10.

> See the Capgemini wealth Management “Top Trends” Report 2023:
https://prod.ucwe.capgemini.com/wp-content/uploads/2022/12/Top-Trends-wealth-Management-
2023-1.pdf, and the PWC “Next 1in Asset and Wwealth Management 2023” report:
https://www.pwc.com/us/en/industries/financial-services/library/asset-wealth-management-
trends.html.

For standardized performance and the most recent month-end performance click here NOTE,
this material 1is intended for electronic use only. Individuals who intend to print and
physically deliver to an investor must print the monthly performance report to accompany
this blog.

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. 1dinvestors only: Click here to obtain a WisdomTree ETF prospectus which
contains investment objectives, risks, charges, expenses, and other information;
read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign
investing involves currency, political and economic risk. Funds focusing on a single
country, sector and/or funds that emphasize 1investments 1in smaller companies may
experience greater price volatility. Investments in emerging markets, currency, fixed
income and alternative investments include additional risks. Please see prospectus for
discussion of risks.

Past performance is not 1indicative of future results. This material contains the
opinions of the author, which are subject to change, and should not to be considered or
interpreted as a recommendation to participate in any particular trading strategy, or
deemed to be an offer or sale of any investment product and it should not be relied on
as such. There is no guarantee that any strategies discussed will work under all market
conditions. This material represents an assessment of the market environment at a
specific time and is not intended to be a forecast of future events or a guarantee of
future results. This material should not be relied upon as research or investment advice
regarding any security in particular. The user of this information assumes the entire
risk of any use made of the information provided herein. Neither WisdomTree nor its
affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or Tegal
advice. Investors seeking tax or legal advice should consult their tax or Tlegal advisor.
Unless expressly stated otherwise the opinions, interpretations or findings expressed
herein do not necessarily represent the views of WisdomTree or any of its affiliates.

The MSCI information may only be used for your qinternal use, may not be reproduced or
re-disseminated in any form and may not be used as a basis for or component of any
financial dinstruments or products or indexes. None of the MSCI information is intended
to constitute investment advice or a recommendation to make (or refrain from making) any
kind of idinvestment decision and may not be relied on as such. Historical data and
analysis should not be taken as an 1indication or guarantee of any future performance
analysis, forecast or prediction. The MSCI information is provided on an “as is” basis
and the user of this information assumes the entire risk of any use made of this
information. MSCI, each of 1its affiliates and each entity involved in compiling,
computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly
disclaims all warranties. with respect to this information, in no event shall any MSCI
Party have any Tiability for any direct, 1indirect, special, incidental, punitive,
consequential (including Toss profits) or any other damages (www.msci.com)

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom,
Tripp Zimmerman, Michael Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph
Tenaglia, Jeff weniger, Matt wagner, Alejandro Saltiel, Ryan Krystopowicz, Jianing Wu,
and Brian Manby are registered representatives of Foreside Fund Services, LLC.

wisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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