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INTRODUCTION

Hong Kong and Singapore are allocating significant resources to become  
attractive hubs for fintech start-ups (see Palma 2019, Hammond 2019 and 
Cheung (2019).

As the Swiss fintech market is growing rapidly, Geneva is also well positioned 
with a favorable support from local public authorities, a dynamic academic parti-
cipation and private investors. While a good number of public and private initia-
tives are taken, the banking sector is trying to understand the potential impact of 
this evolution on its business model.

Fintech developments like clients’ on-boarding, digitally secured contracts, digi-
tal signatures, payments, and securitization are booming. Generating investment 
advices based on exploitation of big data, social media and sensor networks 
through use of artificial intelligence is also growing fast. 

However, as technology improves the distribution channel and drives customer 
growth, the firms which will benefit are those that can embrace the changes on 
a large scale, possibly resulting in the asset management industry being domi-
nated by large global players. Understanding the changes brought on by these 
new technologies will be essential for firms to survive and to grow. Entire sec-
tions of firms will become commoditized and it will be necessary to reduce costs 
in order to spend more time on value-adding impact for clients and for banks.
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THE NECESSITY TO OFFER COST-EFFECTIVE SOLUTIONS

Private investors are increasingly left with the responsibility on their financial health as the 
State and corporations transfer risks to them. The generation of baby-boomers is the first 
to be exposed to the reduction of pension funds benefits. A major risk is that the move 
from defined benefit to defined contribution pension funds schemes contributes to requi-
ring more savings and to investing them properly. And then, the possibility to withdraw the 
accumulated wealth from the pension fund at retirement transfers the investment risk and 
the longevity risk to individuals. As a result, inexperienced investors might incur large capital 
losses on their accumulated assets at the beginning of retirement and subsequently also 
bear the risk of outliving their assets.

With the cohort of baby-boomers entering into retirement, there is a market for a low-cost 
alternative to traditional wealth management. Although robo-advisors are the best-known 
product in this field, there are more new ideas to improve the investment industry through 
technology. For instance, robo-advisors can serve as complements to the traditional figure of 
the financial advisor, which customers trust to manage their investment portfolios. 

SOLUTIONS FOR UHNWI 

The roles of research, credit and equities analysts could be the first casualties as data analy-
tics become more commonplace and cheaper. The specter of commoditization also threatens 
discretionary portfolio management and even advisory. As a result, wealth managers should 
reallocate their resources where they can add more value. Wealth-tech enables focusing on 
clients’ objectives, and on modelling them reliably and affordably. 

Technology enables more sophisticated approaches than Markowitz’s mean–variance opti-
mization, with the visualization of potential outcomes becoming the central point of discus-
sion with clients (see Ballocchi 2019). Online access to investment performance may also 
motivate behavioral finance-related discussions that advisors can have with their clients. 
The personal relations in the high end of the wealth management industry will continue to be 
important, particularly for managers, who are capable of providing additional services that 
involve a holistic analysis of a clients’ total wealth. 

APPLICATION OF WEALTH-TECH IN ASSET ALLOCATION OPTIMIZATION

Since the emergence of Markowitz’s modern portfolio theory (MPT) in the 1950s, numerous 
new extensions have been developed for asset allocation’s optimization. For instance, the 
portfolio optimization using Markowitz’s MTP suffers from limitations in practice, because it 
typically leads to unstable, unintuitive and unmarketable portfolios. Several methods have 
been developed to improve this, like Michaud (2008) and Black–Litterman (1992), to mention 
but a few. Another example relates to the estimation of the covariance matrix, which is an 
essential part of the portfolio optimization, but suffers from the “curse of dimensionality”. 
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This is due to the large number of observations needed to ensure that covariance matrices 
are well-conditioned: a correlation matrix of only 20 instruments requires almost 16 years of 
monthly observations with constant volatility and correlations. Ledoit and Wolf (2004), e.g., 
have developed methodologies to improve the quality of the estimated covariance matrices.

Other methods use Monte-Carlo simulation to find the optimal asset allocation. There too, 
inclusion of extensions and developments require the use of wealth-tech. For instance, the 
consideration of downside risk measures instead of the usual standard deviation to optimize 
the asset allocation is more realistic as they are linked to losses only, whereas the standard 
deviation also considers gains as risks. Moreover, the optimization should be made in re-
gards to life-cycle liabilities and investment objectives. And the inclusion of within-horizon 
bankruptcy risk, in addition to end-of-horizon targets, also provides more realistic outcomes. 
As an illustration, the graph below shows that out of the three paths, which are equivalent 
at the end of the investment horizon, the red one leads to bankruptcy within the investment 
horizon (see Chhabra 2005). 
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It follows that the optimal asset allocation should minimize the shortfall versus the target 
wealth at the investment horizon and simultaneously minimize the risk of bankruptcy within 
the investment horizon.
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THE EXAMPLE OF GOALS-BASED INVESTMENTS

The three graphs below show an example related to goals-based investment. This approach 
includes assets and liabilities management (ALM) used e.g. by pension funds and applies it 
to private investors. It also provides a consistent treatment of all elements of wealth, inclu-
ding the private business. 

The first graph below shows the stream of expected in- and outflow of an investor over a 40 
years investment horizon. These flows represent 9 investment goals with various importance. 
Each goal is associated with a portfolio linked to a time-varying strategic asset allocation.
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Description of the outflows required by the investor:

1. The investor requires that its Essential and Education Income goals must be reached 
with a 90% confidence level. These outflow needs are the most important to the  
investor. Hence the related portfolios must be invested in a conservative way.

2. The Philanthropy and Retirement Income goals must be met with an 85% confidence 
level.

3. The Business crisis support goal can be met in years 3 and 9 with a 70% likelihood.

4. The Discretionary Income and the Additional Capital Growth goals can be met with 
a 55% confidence level. This lower required confidence level allows the portfolios 
assigned to these goals to start with a lower initial investment, invested with a more 
aggressive asset allocation.
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Description of the wealth inflows:

1. Dividends from the investor’s private business will be received in years 3 to 9 with a 
70% likelihood.

2. The business exit (e.g. IPO or sale) inflow will be received with a 65% likelihood at 
year 10. 

The second graph below shows the Monte-Carlo simulation for the aggregated 9 portfolios 
(one portfolio per goal), considering the in- and outflows described above. The 90% confi-
dence interval (from the 5th to 95th percentiles) of the expected value of wealth starts at 100 
and runs over 40 years. After the year 33, some scenarios fall below the 0-line, highlighting 
a growing bankruptcy risk.
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The last graph below describes the time-varying aggregated strategic asset allocation, 
which corresponds to the median scenario of Monte-Carlo simulation on the above graph. 
The median wealth reaches 250 at the end of the 40 years’ investment horizon, after all 
in- and outflows. Additionally, the composition of the strategic asset allocation evolves 
over time to minimize the expected shortfall versus the target wealth at the end of the 
investment horizon, and to minimize the bankruptcy risk within the investment horizon.
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The goals-based investment methodology eases the interactions with investors as it links 
portfolios with actual goals in a more intuitive way than the usual focus on risk-adjusted 
return. With its simplicity and customization to the investor’s goals, this approach also turns 
the focus from the anxiety generated by short-termism to the long-term achievement of 
goals. As such, this method provides a hedge against some commonly encountered beha-
vioral biases. 

In order to produce an intuitive visualization of potential outcomes during the discussion 
with clients, simple tools and methodologies tend to be preferred because they usually give 
out-of-sample forecast results of comparable or even better quality than the ones coming 
from more elaborate methods. Moreover, data are polluted by behavioral biases and other 
noises in finance. Consequently, the benefits brought by overly sophisticated models are 
not always worth the extra complexity. These models could even convey a false sense of 
comfort, notwithstanding the evidence that only a small portion of market outcomes can be 
explained by quantitative models.

CONCLUSION

The Swiss private banking industry has sometimes felt that the ever-growing regulation body 
would place entry barriers to new entrants. It is clear now that new business models could 
bypass banks and intermediaries to directly access investors. These platforms are based on 
the idea that users can follow investments just like they follow Facebook status updates. One 
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of the best known in B2C format is eToro, a platform available in 140 countries that puts users 
in contact with each other and allows them to copy the portfolios of the most successful 
investors in the network, in order to replicate their strategies. According to Rajan (2019), 
artificial intelligence can rapidly create new winners and losers by allowing newcomers to 
disrupt the market. As an example, Tesla does not come from the automotive industry.

However, the private banking sector probably does not need to rebuild everything from 
scratch, and banks can instead adapt what already exists. Numerical ecosystems and start-
ups will have an important role to play in the future. Incubators and common platforms ac-
cessible by the financial industry is probably the way forward. It would allow banks to access 
existing platforms with the required expertise whilst controlling costs. Ultimately, it is about 
bringing the business needs of all types of wealth managers closer to the capabilities that 
exist in the market from all types of solution providers. The integration of numerical solutions 
to their value-chain improves the efficiency of the wealth managers’ business model and al-
lows focusing their efforts on their clients’ needs. After all, improving the clients’ experience 
is beneficial to both clients and companies.

Geneva is well positioned to continue to count as an important player in the field of private 
banking. Additionally to the usual qualities of Swiss banking, it can count on the proximity 
of 2 Universities (Geneva and Lausanne), of the Swiss Federal Institute of Technology in 
Lausanne and of several business and engineering schools. Talents will gravitate to where 
opportunities for innovation are abundant, where the regulatory environment is conducive, 
and where living conditions are pleasant. On all these factors, Geneva scores well. Cost is 
not everything.
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