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ABSTRACT

Wealthfront is an investment advisory and management company that provides a low cost, readily
accessible, fully automated platform to clients to manage their portfolios. Since it’s inception in
2011, Wealthfront has established various novel features such as the tax-loss harvesting and the
single stock diversification that automatically optimizes the user’s portfolio, in order to maximize
capital gains without any human intervention. The objective of this paper is to provide an insight of
the robo-advisors market, the position of Wealthfront in the market and the challenges ahead. The
author’s analysis of Wealthfront was conducted with reference to Harvard Business School paper:
The Wealthfront Generation, published in May 30th, 2017.

1 Introduction: Wealthfront

Wealthfront is an investment advisory and management company that services their clients through their fully automated
robot advisors. In the case study presented by Harvard Business Review, Wealthfront was illustrated as an atypical
financial service company, that was innovative, customer-centric and ambitious. Perhaps this is not too surprising
given the mission set forth by the founders of Wealthfront, which is to democratize access to sophisticated investing.
Furthermore, the drive towards complete automation and the strong emphasis of curating the best user experience had
advanced their differentiation to other traditional financial services companies, where the focus was mainly on the
sale of financial products. As coined by the CEO of Wealthfront, Adam Nash, "We think of ourselves as a software
company that delivers an investment service rather than an investment company that builds software". This statement
alone clearly illustrates the priorities of Wealthfront. In the analysis of this case study, the author seeks to explain
Wealthfront’s business model using the following framework:

• The market and trends
• Wealthfront’s Mission
• The key performance metrics
• Staying ahead of their competitors

2 The Market and trends

Before the emergence of robo-advisors, investment management and financial advisory services have been exclusive to
the high income or net worth clients. The exclusivity also means that such services comes with a high explicit cost, that
is, high minimum account size requirements and expensive management fees. While one would expect quality services
given the high cost, it is often plagued by the inefficiencies in maximizing investing opportunities and the loss through
commissions paid to the intermediary layers within the cost structure. Although viewed by many as limitations, on
the flip side, it was an excellent opportunity for companies such as Betterment, the first to introduce robo-advisor to
the market in 2008, in order to address this gap. In 2011, KaChing, originally an online marketplace for investment
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managers, has evolved to become a robo-advisor, which is now known as Wealthfront today. From 2008 to 2017, the
world has seen the number of robo-advisors increased to 361 spanning across 11 countries, with 200 of the total already
being deployed in the United States as shown in Figure 1.

Figure 1: Number of robo-advisors worldwide as of April 2017

2.1 Asset under management (AUM)

As robo-advisors become increasingly popular with higher adoption rate, the asset under management of robo-advisors
observes an average annual growth rate of 47.4% from 2017 to 2020 (4 year period) in Figure 2. During the same time
period, the number of users increased approximately three times in Figure 3, and the year-on-year increase in average
AUM per user was approximately 10% (with the exception of 2020 which may be attributed to COVID influence). This
high growth trend is not surprising given that between 2013 to 2014, Wealthfront’s AUM grew from less than $100
million to over $1.5 billion which translates to a growth rate of 1500% in just one year. As observed in Figure 4, the
general trajectory of the AUM of robo-advisors is forecasted to increase over the next five years.

2.2 Advisory fees

One of the biggest advantage of robo-advisory services is the disruption of human labor with automation, which greatly
impacted the cost structure of a traditional financial service company. Consequently, the difference in management fees
were significant between Merrill Lynch (traditional) and Wealthfront (robo-advisor) as observed in Figure 5. Moreover,
when considering the high minimum account requirement (e.g. at least $1 million) in traditional companies, the 1% fee
is significant in real dollars as compared to the 0.25% fee for accounts greater than $25,000 in Weathfront.
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Figure 2: Average AUM per user in Robo-Advisors market as of January 2021

Figure 3: Number of users in Robo-Advisors market as of January 2021

2.3 Population demographics

The number of baby boomers (born between 1946 and 1964) constitutes 23.7% of the U.S population, while the
number of millennials (born between 1980 and 2000) accounted for 28.7%. In 2020, a third of the total adults will be a
millennial as illustrated in Figure 6. The changing demographics leads to a change in mindset which will be elaborated
in the next section.

2.4 Investing habits of millennials vs baby boomers

As millennials are born in the era where the internet was widely available, they are generally more tech-savvy in contrast
to the baby boomers. This was evident by the high penetration of smartphones (85% of total millennials) and the usage
of social media websites (75% of total millennials). Hence, the perception of millennials is that investing is just another
service that can be subscribed and automated on the cloud. On the contrary, baby boomers have a stronger preference to
deal with an actual person who can ’hold their hand’ through difficult decisions. An interesting point the paper makes is
the association of millennials to being the ultimate ’delegators’ due to different priorities in life. Although there was no
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Figure 4: AUM in Robo-Advisors market as of January 2021

Figure 5: Advisory fees of robo-advisors in 2014

type associated to baby boomers, the paper indicates that the mentality of baby boomers were not as optimistic as the
millennials in terms of financial future. On that basis, we can infer that baby boomers would more likely exercise more
control on managing their assets as compared to millennials.

2.5 Popularity of passive vs active investment strategies

The increasing popularity of passive investing was influenced by the low cost coupled by investors taking a long term
view of their holding assets. One of the reasons why this strategy is favored over active investing is due to the strong
assumption that the it is impossible to the beat the market. This was proven by a research that had shown that actively
managed funds had underperformed Vanguard SP 500 ETF by an average of 2.1% per year, before taxes from 1980 to
2000. Moreover, the fees for active investing ranges between 0.6% to 2.0% of AUM, and in some cases 20% range on
gains in excess, compared to passive investing where fees were 0.04% and 0.2% for funds deploying strategies.

2.6 Competitors to Wealthfront

Wealthfront faces huge competition from startups to legacy players. For example, one direct competition of similar
scale to Wealthfront is Betterment that has grown rapidly by mimicking features such as tax-loss harvesting. With
reference to Exhibit 11 of the HBR case study, within the 5 year period since the inception of Wealthfront, there were at
least five other startups that offered similar services. These includes: Betterment, Future Advisor, Personal Capital,
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Figure 6: Users by age in robo-advisors market as of October 2020

SigFig, and Wise Banyan. In addition to the startups, legacy players like Charles Schwab and Vanguard has also entered
the competition targeting the same market. However, the competition in the future is expected to evolve with Charles
Schwab’s plans to introduce a white-label version of their platform for registered investment advisors. This will further
reduce the barriers of entry for more competitors.

3 Wealthfront’s Mission

3.1 Problem

Wealthfront’s ultimate goal was to democratize access to sophisticated investing because financial advisory and
management was limited to a high income or net worth group of society. Although that was the main motivation factor
for the establishment of Wealthfront, it was in fact compounded by more reasons such as the changing demographics of
the population, millennials sitting on cash assets that were untapped, tech-savvines, the mistrust towards traditional
financial service companies, and the different priorities in life. Consequently, the financial problem is complex because
it encompasses multiple issues. However, in the grander scheme of things, we can sum up Wealthfront’s mission and
that is to empower the millennials to invest with quality investment management tools.

3.2 Customers

Millennials have been the sole target customers of Wealthfront. Based on the U.S Census statistics, millennials
constitutes 28.7% of the total adult population, and will increase it’s share to one third in 2020. Furthermore, the
millennials controls an estimated $1 trillon-$2 trillon in assets that has been overlooked by incumbent firms. Within the
millennials, people employed in tech were also assessed to be ideal targets to be converted into Wealthfront’s users.
This is mainly due to the equity grants and large bonuses paid to these tech employees that remains untapped.

3.3 Solutions

In this section, the author will seek to compare Wealthfront with a competitor of a similar class and close rivalry, that is
Betterment, and one of a ’behemoth’ class, that is Charles Schwab.

3.3.1 Betterment

In the HBR case study, it indicated that Betterment had offered similar services such as tax-loss harvesting, as well as
other tools by mimicking Wealthfront’s platform. Although from the technical perspective, the similarities are great, the
business approach to acquire new clients were clearly different. For example, Wealthfront was able to guarantee free
management fees for account size up till $25,000. On the contrary, Betterment requires a 0.15% to 0.35% management
fees regardless of the account size. Although Wealthfront has a minimum account size of $5,000, while Betterment has
$0 minimum, the loss incurred by the mere usage of Betterment’s platform is itself significant to a millennial who may
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just wanted to test water. Moreover, in the case study, Wealthfront’s platform was indicated to be fully automated and it
appears that there’s some level of human intervention in case of using Betterment’s platform. From that perspective,
Wealthfront may have an edge over Betterment for working millennials who are seeking for low cost, 24/7 montioring
and first mover’s advantage in platform features.

3.3.2 Charles Schwab Intelligent Portfolios

In comparison to Betterment, Charles Schwab Intelligent Portfolio poise a stronger threat to Wealthfront. For example,
both platforms have the same minimum account size of $5,000, the same fully automated service, but advisory fees
is $0 for users of Charles Schwab Intelligent Portfolios regardless of the account size. Furthermore, the wealth of
experience in the financial markets for a long time has given Charles Schwab a reputation of being a trusted brand,
which cannot easily be replicated by Wealthfront. Despite the obstacles, Wealthfront devise high quality solutions given
the ’software-first-investment service-second’ mentality. This is evident by the high appraisal of user experience and the
high recommendation of their service through the word-of-mouth. Moreover, being one of the first movers in offering
full automation to provide advisory service, Wealthfront continues to innovate and implement new features where other
platforms can only copy. For example, the tax-loss harvesting feature was first created by them, which was then copied
by Betterment and Charles Schwab. As such, from the user perspective, Wealthfront’s platform guarantees high quality
experience coupled with first mover’s features advantage. Perhaps we could draw the same similarities of Wealthfront’s
culture to Apple’s laser focus on products first.

4 Performance and key metrics

Wealthfront evaluates their performance based on 4 metrics; visitor traffic, conversion rate, funding rate, and net deposits
per client.

4.1 Visitor Traffic and Conversion rate

From January 2013 to September 2014, traffic volume has grown by 170% with conversion seeing improvements by
78%. In addition, Wealthfront has been successful in capturing millennials given that 60% of their clients were under 35
years old. Another notable achievement is that although Wealthfront sole focus has always being the millennials, they
were able to capture the other investor segments, those aged between 35-60 years old and above 60 years old. From this
perspective, the original hypothesis that baby boomers will stick to traditional financial service company is not totally
correct, as some might switch or use cross platforms.

4.2 Funding rate and Net Deposits

During the same time period, the average account size has more than doubled from $40,000 to $90,000. In addition, the
AUM of Wealthfront has also grown from $97 million to $1.5 billion. The rapid growth in AUM can be attributed to
three reasons, namely, more new users signing, existing users adding more assets and portfolio growing due to positive
market performance. Interestingly, clients with $100,000 or more AUM have consistently added 20% of their original
deposit amount to their portfolio on a quarterly basis).

4.3 Performance against competitors

In the comparison of AUM by robot advisors, Wealthfront that began in 2011, continues to emerge as one of the leading
robo-advisor companies. As in the Figure 7 below, Wealthfront was positioned 3rd, with Vanguard and Charles Schwab
just ahead of it. It is not surprising that Charles Schwab and Vanguard were able to overtake Wealthfront’s lead given
their stable base of existing customers and connections, expansive asset offerings, and large resources. Interestingly,
Wealthfront still enjoys a good lead over Betterment and other robo-advisory companies that mimicked their service.
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Figure 7: AUM of selected robo-advisors market as of March 2020

5 Staying ahead of Competitors

In faced of stiff competition, it is important to differentiate Wealthfront against it’s competitors. In the following section,
the author will discuss the different products and services that could possibly increase Wealthfront’s edge.

5.1 Product innovation: Machine Learning

Based on the case study, there was no emphasis of the use of machine learning to 1) improve the quality of the service
through a recommendation system and 2) content marketing to users. Given that a large base of Wealthfront users
are the millennials, it would be advantageous to train models that learn the attributes of these users, their preference
and their risk tolerance. These models will be effective in predicting a millennial’s next asset to purchase based on
risk, interests and trends. Through the prediction, it will improve the quality of products recommended to existing
users, and also quickly onboard new users by matching them to products quickly. This seamless flow of prediction
and recommendation greatly reduces the necessity for the individual to intervene and analyze his or her options when
investing. It is without a doubt that other competitors will attempt to mimic such models. However, considering that
Wealthfront is a first mover, the incorporation of machine learning with the new services and products enhances or
simplifies the ’delegation’ process that millennials prefer. Furthermore, given that the platform is a fully automated
software, the addition of machine learning models to the services is extremely convenient.

5.2 Business Innovation

A common approach to outbeat a competitor is by slashing the minimum account price. However, that comes with
a trade-off which is the loss of revenue. Given the need to expand the user base quickly while being profitable, the
author believes that Wealthfront should create a free and simplified version of their platform where third party RIAs can
leverage on to provide financial advice and management. The condition to use this ’free’ platform is that they must add
more selection of assets into Wealthfront’s platform. This will in turn attract niche users who desire unique or a more
complex offerings to Wealthfront. Also, with more assets available, Wealthfront can offer cheaper alternative assets that
share similar characteristics, enabling them to reach a wider spectrum of users.
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