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Private Banking — Somewhere between euphoria and realism

So just how proytable is the business of being the bank of wealthy Germans? In the recent past, different studies have been publis-
hed. The World Wealth Report by Merrill Lynch/Capgemini generated much excitement by estimating more than 760,000 High Net
Worth Individuals (HNWI) in Germany in 2005. But not all consultants and analysts are as conydent as the Americans. In a much
more detailed study, published in the banking periodical iDie Banko, the German MD and Senior Partner of Corporate Value Asso-
ciates (CVA), Dr. Marc Dressler, draws a different picture. Dressler does not want to scare the wealth managers of Germany, some
of which have entered the market in a euphoric state. However, the target group size evaluated by him and his team should urge one
or two of the players to reyne or even completely reconsider their strategy in order to reduce unnecessary risk.
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wealth starts with liquid ynan-
cial assets of at least 1 million
Euro upwards (excluding real
estate). This sets the bar high,
because on average two-thirds
of the total assets of HNWIs
in Germany are in real estate.
When looking at bank proy-
tability this asset class should
not be counted because it is
transacted rarely and vyields
little for the banking industry.
After this differentiation CVA
only reaches the ygure of
250.000 HNWI in Germany
with liquid onshore assets of
estimated 600 billion Euros.
Added to this are a further 300
billion Euros abroad, taking
the total to an average of 3.6 m
Euros per HNWI.

This money is not concentra-
ted in just one centre of Germany as is the case, for example, in London or Paris. It is in regions with high and above-average
purchasing power. CVA has used sophisticated techniques to rank the attractiveness of regional markets (see chart 1). Banks that
want to tap this potential do not only have to be familiar with the regional characteristics, but must also have a branch network to
match with good employees on site T a further cost. Compounding these difyculties is the fact that asset growth is much higher in
other parts of the world than in Germany, e.g. in North America, the Middle East and parts of Asia with China and India joining the
pack. Germany might still be T and all the analysts agree on this T the most interesting market for private banking in Western Europe.
But it is not certain that this will remain so for years to come.

The growth of wealthy Germans’ assets is slowing

Asset growth amongst HNWIs in Germany was much higher in the nineties than it is today. Studies for this period of time deter-
mined a growth of 8% to 10% pa with the traditionally conservative estimates of the German Central Bank indicating 5% pa for
the years between 1995 and 2004. In recent years studies such as the World Wealth Report indicated a much lower growth rate for
German assets. CVVAGs article further highlights that there are a number of issues around how wealth is generated that should cause
everyone who professionally practices wealth management to think. Issues such as retirement arrangements, inheritance, selling of
companies, IPOs as well as succession in small and medium-sized businesses would commonly be counted as wealth generators,
but as the CVA consultants point out, strictly speaking, this is only a redistribution of wealth and not so much a creation of new
wealth. Added to this the successors and heirs, to whom the assets are redistributed, more and more often live abroad in a globalised
world.



In order to keep such assets in the administration of a German wealth manager, an international offering of a correspondent bank is
required. Finally the conyscatory German tax legislation and political inconstancies see to it that funds are removed from Germany,
which beneyts new attractive ynancial centres abroad. Added to this the successors and heirs, to whom the assets are redistribut-
ed, more and more often live abroad in a globalised world. In order to keep such assets in the administration of a German wealth
manager, an international offering of a correspondent bank is required. Finally the conyscatory German tax legislation and political
inconstancies see to it that funds are removed from Germany, which beneyts new attractive ynancial centres abroad.

Only the elite of the wealth managers have a good perspective

Given the limits of the German market, which are often overlooked in the general euphoria about the perceived gold seam in wealth
management, not every provider of ynancial services will make money in the long run. The appropriate strategy is needed for
this and not everyone currently rushing into the market can offer this. The traditional private banks are still most likely associated
with the wealth management
banking business and have a
certain advantage. These insti-
tutions, like the Hamburg pri-
vate bank Berenberg, are often
several hundred years old and
proyt from their strong brand.
Very often they do not cover
the entire market but create
regional points of focus where
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of the private banking business
S in Germany. At the most they
concentrate on the very rich
(ultra HNWI), whom they ad-
vise, for the most part, from their home base. How often locally well-known private banks are involved in the lucrative business of
servicing millionaires and do not let the major banks get the better of them is shown in our 2nd ygure with the example of Bremen.
Anyone wanting to succeed in private banking will meet strong local competition, for example the banking house Neelmeyer, which
has been well known in private banking on the Weser for a century. Not only that, but the strong institutions from neighbouring
Hamburg such as MM Warburg or Berenberg are also institutions that millionaires like to head for in Bremen, so that the major
institutes do not always have it all their own way. But it is not only the traditional private banks and the major banks increasingly
working on the rich clientele who are competitors. Whereas the Americans and Britons are hardly locally active, the Swiss and
Dutch are approaching the German market directly and aggressively. Names such as UBS, Julius B2r and Pictet are often heard. In
addition institutions like Sarasin or LGT from the Principality of Liechtenstein are increasing their commitment to Germany. In the
case of the Dutch, ABN Amro and ING have contrasting programmes. Whereas the latter burnt their yngers with BHF-Bank and
have since then limited themselves to mass business together with ING DiBa, ABN Amro bought the names of 3 renowned German
private banks and is today very successful with Delbr;ck Bethmann Maffei. Not only that: savings banks and ALandesbankenii are
no longer disregarding the group of well-off. With their offers they have many a time outmanoeuvred one or the other private bank.
A glance at the market power of the 10 strongest providers gives you a good indication of the strength of competition in the HNWI
segment. Within this target group they do not cover more than 40% of the business.

The demands of the clients have also risen with the complexity of their assets. Not every institute that has a private banking unit
meets the client demands or is equipped to deliver the promised integrated range of services. In order to win, retain and satisfy cus-
tomers, image and range of products alone do not sufyce anymore (ygure 3).

In the eyes of CVA partner Marc Dressler innovative and convincing offers, which only the elite of the banks can actually deliver, are
necessary for success. This must be backed up by impeccable processes with the requisite IT operations. This has its cost and is an
investment smaller banks have shunned. At this point one can then quickly separate the wheat from the chaff in private banking.



Wealth management is a people’s business

For customers in private banking, performance is important, but it is not everything. Dressler has found in his research that wealthy
customers mainly leave their bank because they are dissatisyed with the service and advice. The employee is therefore key in kee-
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ping loyal customers. In Ger-

many, employers are pitched
in battle as never before for
the top employees who meet
these requirements. One reads
again and again about employ-
ees who gain their stripes in
private banking for one bank
being poached by a competitor.
The binding of good employ-
ees to the institute is therefore
one of the most important tasks
of top management. Wealthy
customers with a company in
the background and extensive
solvent assets appreciate a ma-
nager to whom they can relate.
Such managers should possess
many competencies including
a familiar  entrepreneurial
spirit and ability to speak the
same language. The customer
also loves continuity of sup-
port. A change in manager can
be disastrous. Managers with a

high professional and social competence are rare and should be looked after by the bank and committed to the institution in the long
term. Dressler states that this is one of the most important requirements for success in wealth management.



