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Introduction
The world of financial services is constantly
changing. In order to adapt, those in finance
need to understand the paradigm shift caused by
regulatory changes, such as the impact of MiFID
II in the EU and FIDLEG in Switzerland, and how
they have affected the industry. Truthfully, many
banks struggle to keep up; they are facing a sea of
disruptive regulations and emerging technologies.
But one way to adapt to these changes as they
appear is to adopt a portfolio risk-based approach.
However, the portfolio risk-based approach is
a rather technical approach, which tends to reduce
the need for client touchpoints and often leaves
the client lacking any emotional connection to their
investment decisions or their wealth manager.

The low interaction rate between manager and
client is further exacerbated by the increased
automation and digitization of modern wealth
management solutions. However, the benefits of
using this approach are too important to pass up.
In this white paper, we propose ideas and solutions
on how to overcome these challenges, in order
to improve manager-client interactions in this
time of immense regulatory change – we explore
the idea of introducing story-based investment
advice to win back client loyalty and the emotional
connection.

About the authors
Luxoft, a DXC Technology Company (NYSE: DXC),
is a digital strategy and software engineering firm
that provides bespoke technology solutions that
drive business change. Luxoft is committed to using
technology to enable business transformation,
enhance customer experiences, and boost
operational efficiency through strategy, consulting,
and engineering services. Luxoft’s Practice
Managing Director for Wealth Management
Vendor Solutions, Andre Pierre Mueller, has
co-written this white paper using his 20 years of
expertise in the finance industry.
Adviscent is a fintech startup that specializes in
innovative information management solutions for
advisory processes. Adviscent partners with chief
investment officers and research departments
that create and distribute research and investment

advice to clients, prospects and client advisors.
As an acknowledged advisory enabler, Adviscent
helps transform the advisory business of reputable
banks and large financial institutions. Adviscent’s
CEO, Thomas Bosshard, has co-written this
white paper.
Avaloq is a leader in core banking software, digital
banking and digital wealth management. Based
on Avaloq’s fully integrated end-to-end banking
and wealth management software, Avaloq creates
powerful digital experiences through a standardized
Business Process as a Service (BPaaS) and Software
as a Service (SaaS) model for banks and wealth
managers. Santiago Schuppisser (Head of Wealth &
Front Office) and Mark Shields (Marketing Principle)
are contributors of this white paper.
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1. Background:
New regulatory framework leads
to investor protection
The Markets in Financial Instruments Directive
(MiFID) is a comprehensive set of rules adopted
by the EU in 2007. Its original purpose was to
standardize the regulatory framework for all EU
member states, thus integrating Europe’s disparate
financial markets into a single market, which could
compete with its rivals in other parts of the world.
However, the global financial crisis demonstrated
that MiFID did not go far enough. To restore
confidence in financial markets and boost investor
protection, the European Commission reviewed
the MiFID framework and replaced it with the more
ambitious MiFID II. MiFID II came into effect in
January 2018.
The new rules are far-reaching. They cover a large
group of assets — one of the shortcomings of the
original MiFID legislation was its one-sided focus
on equities. Furthermore, virtually all professionals
in the financial industry are required to abide
by MiFID regulations. On a global level, MiFID II
applies to all financial institutions that service EU
clients as well as to any type of derivative with
an underlying asset listed in Europe, no matter
where sellers or buyers are based. Consequently,
financial institutions all over the world are trying to
become more “MiFID friendly.”

4

A key aspect of MiFID II is the requirement of
client categorization. Client categories help
determine the level of protection that is needed
in accordance with investment types. For
example, financial advisors will have to determine
— and document — which category their clients
belong to and which products best meet their
needs. As a result, providers of financial products
have to determine target markets for their
products. Subsumed under the term “product
governance,” these new requirements ensure
that financial professionals work in their clients’
best interests, away from a sales-based approach
and the conflicts of interest it generates.
Under regulatory watch, wealth managers are
reshaping their business models away from
a product-centric towards a more client-centric
and portfolio-centric approach. Wealth managers
have recognized that they cannot tell clients what
to buy without paying heed to the client’s risk
profile. This is a major shift of perspective.
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2. Value at scale with automated
investment advice
With the implementation of MiFID II, wealth
advisory faces substantial changes. Wealth advice
shifts from a single-instrument approach to a riskbased portfolio approach in order to be regulatory
compliant. This paradigm shift leads to the usage of
quantitative risk analysis and investment proposals
on a portfolio level.

Risk diversification in investment
proposals using a risk factor-based
approach
Asset allocation helps balance portfolio risks and
returns. Each asset within a portfolio carries its own
risk, and while high-risk investments may have
a higher potential for returns, they also have
a higher potential for losses. In other words, higher
returns typically mean higher risk. In an investment
portfolio, a variety of assets are combined to
reduce overall risk.
Diversification strategies help balance risks,
drawing from mathematical models based
on modern portfolio theory. This quantitative
approach towards risk and return is considered
the best risk management method because
it describes sets of risk factors for each asset.
It involves setting target allocations for asset
classes and automatic rebalancing of the
original allocations if any significant deviations
are identified due to differing returns from asset
classes. A risk-based approach also involves
mapping instruments to risk factors on a regular
basis, resulting in continuous monitoring.
Despite relying on fully automated processes,
a risk factor-based approach allows some flexibility.
Some solutions allow the utilization of qualitative
research to define the advisory asset universe,
while others allow the choice of using strategic
asset allocations or model portfolios as the
benchmark for portfolio construction.

A model portfolio can also form the basis of
a custom portfolio. However, custom portfolios
usually require larger amounts of attention,
research and experience – and the investor and
their advisors need to be more actively involved
in decisions. On the other hand, with machinegenerated portfolios, investors completely rely on
the investment allocations and recommendations
they receive based on a profile.
Moreover, automated investment advice does
not mean a complete loss of control. Many tools
now offer further customization options, such as
allowing the processing of both bank and client
constraints and preferences. These include
definitions for a blacklist to avoid cluster risk:
if a client expresses the wish to exclude assets from
certain industries, this can be considered
as a restriction by the investment proposal.
Taking clients’ preferences as well as interests into
consideration allows them to see a direct relation
between their preferences and the investment
proposal.
Furthermore, these solutions are able to rigorously
adhere to business rules. For example, an
algorithm can be taught to validate cross-border or
increase tax efficiency, thus maximizing returns. An
automatic reporting process can be put in place for
all of these ”man-made” investment decisions, as
well as daily post-trade risk monitoring and alerting
for breaches, thus also abiding to MiFID II rules.
Another available strategy is to use pre-deal risk
checks. Before a deal is closed, the investment
proposal can be stress tested against future risk
and risk compliance. If enriched with investment
storytelling or by leveraging capabilities of
the investment office, this could serve as an
opportunity to engage with the client.
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High automation potential for investment advice
Managing investments using automated
technology can have clear advantages for both
providers of investment solutions and investors.
There is a huge potential for automation both on
the investment factory side (CIO office) and in the

RM Workplace

client advisory process if the systems are set up
and used in the right way. Modern core banking
systems, risk engines and portfolio construction
and optimization tools offer the ideal basis for
a highly automated investment process (Exhibit 1).

Client Advisory Process

Investment Factory

Client Profiling & Service
Onboarding

Investment View &
Tactical Overlay

Investment Proposal &
Execution

Model Portfolio
Construction

Portfolio Monitoring &
Heath Checks

Model Portfolio Synch &
Propagation

Portfolio Performance &
Reporting

Risk Model &
Optimizer Calibration

Mobile Banking

Multi
Channel
Client
Interaction

Web Banking

Tablet

Web

Asset Information

Asset Risk Data

Client Portfolio
Analysis & KPIs

SAA, TAA, MPF
Analysis & KPIs

Asset Market Data

Market &
Risk Data

Asset Look
Through Data

Asset
Classifications

Client & Client Cluster Data, Interests and Restrictions
Client & Client Cluster Transactions and Behavior

Exhibit 1: An investment process overview
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In the CIO office, a large part of the process can
be automated. Strategic Asset Allocation (SAA)
derivatives can be derived from the basis SAA, the
tactical overlay can be derived from the SAAs, and

Bank’s investment
strategy decision

MPF
SAA

Implementation of
the decision at
asset level for
main MPFs

model portfolios can be derived from the tactical
overlay. From there, preferred advisory asset
universe and child model portfolios per client group
or event per client can be derived (Exhibit 2).

Static copy of
Bank’s strategic
decision

Monitor drift

MPF

Dynamic
Model
Portfolios

Rebalance
client portfolios
against
dynamic model
portfolios
Portfolio

Client portfolios

Pool of
Recommended
Assets

Cascading
investment decision
to all MPFs through
optimization

MPF

MPF

Portfolio

Portfolio

Exhibit 2: The CIO Factory – derivation of the model portfolio (MPF)
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With standard model portfolios in place, the
investment proposal can also be automated.
This allows for multiple iterations based on
client adjustments or triggered by rule-based
interventions (Exhibit 3).
Client
Investment
Instructions

Client Investment
Model (TAA, MPF)

START

Client Source
Portfolio

Client
Investment
Target

Individual
Client Portfolio
Optimization

Risk-Return
Optimization

Client
Candidate
Portfolio

Candidate
Portfolio Health
Checks

Client Trades
Generation

Adjusted Client
Portfolio

END

Client Trades
Execution

Exhibit 3: The Client Advisory function – automation of the investment proposal

Finally, the portfolio health check process can also
be fully automated (Exhibit 4). This can include
health check reporting, alerting and the creation
of notification issues when an action by the client

Triggers to Start
the Monitoring
Process on a
Predefined
Schedule

START

Restriction
Validation

Portfolios by
Client Groups

Data Quality
Check Point and
Safety Belt Before
Triggering of
Activities

Portfolio
Evaluation

Portfolios by
Client Groups

Solve Data Quality

or client advisor is needed. Restriction violations
caused by false data or by market volatility can
be identified by business rules, which trigger the
necessary actions.

Alerting Based
on Restriction
Violation,
Flexible
Switchable on/off

Publishing the
Results, Identify
Reasons
for Violations

Reporting

RM Reporting

Alerting

END

RM Notification
Issues

Client
Reporting

Client Alerting

Exhibit 4: Portfolio health checks
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Increased efficiency
An automated algorithm can analyze more data
than the human brain, faster. The data can also be
gathered over time to show trends that are more
accurate. This improved efficiency means advisors
can reduce the time spent on the investment
management process and increase the time spent
building client relationships.
Increased automation lowers the overall costs
of investment and thus has the potential to
increase net performance for the client. The
total expense ratio can be kept down further
by utilizing cost-effective instruments such as
ETFs, which also increase risk diversification.
An automated risk-based approach allows the
portfolio to meet benchmarks in performance,
by limiting the advisory asset universe to best-inclass instruments and using smart rules to reduce
the overall active investment universe, which in
turn reduces financial instrument and market data
costs. This compares favorably to the high costs of
human advice – which, for some, are too high to
be worthwhile.

Compliant investment proposals
Machine-generated investment strategies ensure
compliance as well as objectivity. In line with the
MiFID II principles of ensuring transparency and
investor protection, they facilitate an automatic
validation of regulatory compliance, implement
alerting for breaches, and document the process
to handle breaches. In other words, they allow
an audit trail for compliance reporting. They also
ensure compliance with internal regulations and
business rules.

Increased reach to new client
segments
More cost-effective investment solutions can reach
clients that have traditionally been out of reach at
relatively low acquisition costs.

1

According to a recent report by Boston Consulting
Group, the average book of global wealth
managers comprises roughly 65% of clients with
accounts of less than $1 million.1 Therefore, the
risk of losing many of their clients is high, but only
if they do not gain a better understanding of this
affluent segment and their needs. Particularly
emerging investors from the millennial generation,
who may become the high net-worth clients of
the future, are heavily attuned to the self-service
aspects of automated advice.
Testament to this development is the success of
robo-advisory and hybrid advisory platforms, which
are proving how easy it is to on board new clients.
These make investment advice more accessible
and investing easier overall. Algorithms do the
hard work – and they do not differentiate between
the affluent and less affluent – thus opening
investment to a much larger client base. Banks
have thus begun investing heavily in their digital
self-service capabilities. The BCG Global Wealth
report states that robo-advisory technologies seem
to be the most important factor for increasing IT
spending – even surpassing expenditures for IT
maintenance.
By lowering the entry threshold, expectations on
how to interact with financial advisors are evidently
changing. It appears that the digital transformation
of the consumer goods sector has spilled over
to other sectors, including financial services.
Fintech has jumped in to cater to this demand,
resulting in online customer engagement quickly
becoming mainstream. Now it is up to banks and
wealth managers to capitalize on the potential
emerging affluent clients offer, by employing
data analytics and artificial intelligence to analyze
and gain insights on this client segment’s wealth
management needs. This will enable banks to
create true value propositions for a client segment
that has traditionally been inadequately provided
with customized financial services.

Boston Consulting Group (2019). Global Wealth 2019: Reigniting Radical Growth
Retrieved from www.bcg.com/en-ch/publications/2019/global-wealth-reigniting-radical-growth.aspx
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3. The challenges of using
robo- and hybrid advisory models
Whereas standard investment cases can be served
with pure robo-advisory tools, in more complex
cases and hybrid advisory settings such solutions
can also pose many challenges.

Paradigm shift for wealth advisors
The switch from sell-side single stock-based
advisory to portfolio-based advisory, as well as
the focus on ”compliance” by generating target
portfolios that meet the risk profiles of clients, limit
the investment advisor’s freedom in how to advise
clients. Rigid investment processes, a restricted
advisory asset universe and the partial delegation
of the investment decision to an engine results in
a paradigm shift in how to provide investment
advice to clients. As a result, relationship managers
need a new set of skills and tools to engage with
clients and increase the advisory experience.

Limited traceability of ”black box”
investment proposals
The client and the advisor remain in a ”recipient”
role; they both have a limited part in portfolio
construction. Therefore, it is difficult to understand
the result of the portfolio construction and the
effects of a manual change in the target portfolio
followed by another automated iteration of portfolio
construction. Depending on the implementation
of automated portfolio construction, one change
in the target portfolio can change the entire
investment proposal. A direct connection between
the produced result to clients’ preferences and the
selected instruments is often difficult to make.
In other words, the parameters, construction
constraints and data that are driving the
construction of the portfolio are not visible.

2

This problem is particularly acute for SAA-based
optimizations that utilize a large asset shelve, as
even a small change in parameters can lead to
a big turnover in the portfolio constituents.
The reasons for these changes remain opaque
to the users; the results are not traceable by the
investment advisor or the client. This makes it
nearly impossible to explain to clients how and
why the implemented algorithms have generated
the target portfolio. Overall, it is fair to say that it
is very hard to explain risk-based portfolios and
investment proposals to clients and therefore often
leads to a low acceptance of such approaches by
investment advisors.
The delegation of the portfolio construction to an
engine leaves the client and the advisor with
a ”black box” to explain how the target portfolio
has been constructed. A report by PwC describes
the ”black box” problem and “the need to
understand AI’s decisions” with the key capabilities
being ”Explainability”, ”Transparency” and
”Provability”.2

Robo-advice lacks emotion
Overall, the risk-based portfolio approach is
highly methodological and technical; i.e.,
the robot-based approach is regarded as
low-touch technology. While a lower-touch
advisory experience may suit certain client
segments well, others expect more interaction.
These segments need to be identified and catered
to with cost-effective, technology-enabled
investment storytelling.
Besides the difficulties of explaining the causation
of a certain investment proposal (i.e., the ”why”)
it also lacks a ”plot” (i.e., the ”what”).

PwC (2018). What it means to open AI’s black box
Retrieved from usblogs.pwc.com/emerging-technology/to-open-ai-black-box
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The „out-of-the-box” portfolio-based
approach is often less emotionally
engaging than the former single-stockbased approach; a single stock has
a historical storyline in a specific
industry, whereas a portfolio is just a set
of numbers. The proposed portfolio does
not necessarily relate to clients, and the
advisor has no easy way to craft a story
with a meaningful and relevant plot
that can be used to summarize the
investment proposal.

Robo-advisors do not improve
loyalty
Robo-advisors, per se, do not create
customer loyalty by themselves. In fact,
clients may find it easier to change
their wealth manager. Loyalty is rather
created through trustful relationships,
being part of a community, regular
personal engagement and delivering an
outstanding client experience. Full selfservice or hybrid advisory approaches
therefore need to be enhanced with
elements that create a unique client
experience. Only through such a custom
relationship can advisors increase
customer loyalty and client profitability
in the long term.
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4. Establishing a dialogue between
the advisor and the client
Research suggests that digital solutions that address
more complex problems need to evolve into
what can be called ”interactive problem-solving”
solutions.3 Interactive problem-solving requires
both parties – the advisor and the client – to
interact with each other when trying to understand
the situation and elaborate a solution. Interacting
means engaging in mutual communication to
increase traceability and create awareness about
how actions are linked to the overall goal of a client.

A dialogue in an interactive session basically
requires two things:
(1) personalized information: information that is
meaningful and relevant
(2) task awareness: activities that relate to
the client’s overall goal, and which make the
relationship clear to the client5

In essence, this means digital advisory solutions
become understood as support for interactive
problem-solving, and need to be able to establish
a ”dialogue” between the advisor and the client
by bridging the gap between the investment
technology, the advisor and the client.

Take for example the macro-risk research from
a chief investment office or research department.
The classical way is to present this information
impersonalized, i.e., generically, maybe as
a PDF file. Such a document does not support
an interactive session – rather, it is designed for
one-sided information provisioning or ”selling”.6
Another problem is the piece of research does not
relate to the overall goal of the client.
A state-of-the-art digital advisory solution that
supports interactive problem-solving uses the same
content (i.e., macro research) but creates
a personalized experience. The investment content
is personalized and therefore relevant, and it relates
to the client’s own portfolio and investment goal.
Immediately the advisor and the client can see what
a certain macro risk means for a specific portfolio or
goal. A negative or positive impact of the risk to the
portfolio triggers a dialogue.
A story can then be presented based on how the
situation can be assessed, and solutions can be
discussed. An appealing presentation of the content
and the portfolio can further support this dialogue.

The problem with pure robo-advisors is that they
do not foster such a dialogue. In hybrid advisory
settings the use of such a technology is not
intensifying the information exchange between the
participants, but is rather disturbing the discussion
between the advisor and the client.4 As we have
seen, they do not deliver explanations as to how
a decision is reached; in other words, blind trust in
technology is required. Understanding and being
understood are both key when it comes to building
trust and the development of loyalty.
A dialogue must be placed in the center of
every digital advisory solution so that the joint
identification of the problem, the exploration
of alternatives and the decision itself can be
supported. But, what are the design principles
of such a solution?

How can this knowledge be transferred into
practice?

3

Dolata, Mateusz, Schwabe, Gerhard (2017): Tuning in to More Interactivity – Learning from IT Support for Advisory Service Encounters
Retrieved from www.zora.uzh.ch/id/eprint/138173/1/ICOM_zora_accepted.pdf

4

Buisine, S. et al.: Computer-supported creativity: Evaluation of a tabletop mind-map application. Engineering Psychology and Cognitive Ergonomics
pp. 22–31 Springer (2007)

5

Haines, R., Riemer, K.: The user-centered nature of awareness creation in comp.-med. communication. (2011)

6

Dolata, Mateusz, Schwabe, Gerhard (2017): Tuning in to More Interactivity – Learning from IT Support for Advisory Service Encounters
Retrieved from www.zora.uzh.ch/id/eprint/138173/1/ICOM_zora_accepted.pdf

12

Achieving ’’Value at Scale’’ with Digital Advice and Enhanced Client Engagement | www.luxoft.com

Exhibit 5: Interactive problem-solving with personalized investment content at a large wealth manager in Switzerland

Content recommendations and investment stories,
provided in addition to ”pure robo-advisors,” are
a means to establish a dialogue and enable the
advisor and client to interactively solve problems.
In the above case, Exhibit 5, the dialogue centers
around the topic of ”The Fed and the business
cycle,” based on which the advisor and the client
can assess the:

Ultimately, it’s about ”achieving value at scale”7
– as BCG puts it. By automating as much as
possible for as many client segments as possible
and, at the same time, increasing the level of
interaction by integrating personalized and
task-related content to support prospecting,
cross-selling and retention, a new breed of digital
advisory solutions can deliver increased loyalty
and value to the wealth management industry.

Situation:
Is the impact on the portfolio positive
or negative?
Alternative implementations:
For the case of negative impact,
what are hedging ideas?
Final decision:
What are the scenarios and potential
outcomes?

7

Boston Consulting Group (2019). Global Wealth 2019: Reigniting Radical Growth
Retrieved from www.bcg.com/en-ch/publications/2019/global-wealth-reigniting-radical-growth.aspx
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Case study

How to enhance client engagement
in the investment process
Avaloq’s micro-service-based wealth
management platform integrates with Adviscent’s
interactive advisor framework through a set of
APIs. This provides a seamless wealth advisory
environment for the client advisor and the client
to create and discuss investment proposals
together. It enables the front office to make
informed decisions, fast, and at the same time
delivers an engaging and bespoke investment
experience. Taking the client along the investment
journey will ultimately lead to a higher proposal
acceptance rate, since the client feels involved
and ready to make the decisions needed in an
advised mandate.

The Avaloq wealth management platform focuses
on making advisors more efficient by providing
them with tools to cut down time spent on
preparing and analyzing investment proposals.
The Adviscent Interactive Advisor Framework acts
as a complementary content tool that manages
and distributes macro- and microeconomic
research, as well as ”investment stories,” into
actionable investment strategies and portfoliorelevant insights.

Investment stories
and content
recommendations

Avaloq Wealth Management
UX / CX

Adviscent Interactive Advisor
Framework

Avaloq Wealth Platform & APIs

Exhibit 6: Avaloq’s wealth management platform and Adviscent’s Interactive Advisor Framework

A pilot project in Switzerland at a large wealth manager was advised and managed by Luxoft
in tandem with Avaloq and Adviscent. The project’s success is attributed to several key
factors, including:

High adoption rates and the
acceptance of incumbent
advisors to the “story-based”
approach and the ability
to generate new investment
ideas to re-engage with clients

The seamless, integrated
digital experience for the
advisor and the client to
discuss proposals together

Open technology and
a collaborative approach
between the client and
the three parties
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5. Conclusion
Efficiency is paramount when considering
financial services, but so is client interaction.
Achieving a balance between automation,
scale and a more humanistic approach is
key to keeping your client base engaged and
surviving in the financial services industry
today. By using investment stories and content
recommendations, financial institutions can
overcome the challenges of rather ”cold-hearted”
digital approaches and succeed in bringing the
best service possible to their clients.
Whether adopting robo- or hybrid advisory
approaches, these client-specific elements can
create emotional client experiences, which
increase customer engagement and loyalty.
Knowing what benefits this will bring makes the
challenge worth it.
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