


ASIAN DISTRIBUTION DYNAMICS 2009

CERULLI QUANTITATIVE UPDATE SUBSCRIPTIONCA
C  e  r  u  l  l  i
a  s  s  o  c  i  a  t  e  s

CERULLI  QUANTITATIVE UPDATE

Retirement Markkets 2008

USER  EXAMPLES:

The  following  are  examples  of  how  this  report  can  be  applied  to  business  planning  and  strategic  decision-mmaking:

Scenario  1:  A global asset management firm has been operating in Hong Kong, Singapore, and Taiwan for the past three years, with a primary focus on
the retail offshore business. As part of their regional expansion review, they are examining market entry strategies for other Asian asset management
markets - with a focus on the onshore retail and retirement markets. Cerulli  Quantitative  Uppdate:  Asian  Distribution  Dynamics  2009 provides insight to the
following questions:

• What are the historical growth trends of pension assets? (Exhibits 1.05, 2.06, 3.04, 5.04, 6.04, 7.03 )
• What are the onshore vs. offshore opportunities in the mutual fund business on both a regional and country level? (Exhibits 1.06, 2.14, 3.05,

5.05, 6.06, 7.04)
• What is the mutual fund penetration rate as a percentage of Asian household financial assets? (Exhibit 1.04)

Scenario  2: A Europe-based private bank would like to to explore the wealth management opportunities in Asia. Besides targeting the offshore wealth
segment, this institution is also interested in setting up a local unit. Cerulli  Quantitative  Uppdate:  Asian  Distribution  Dynamics  2009 answers the following
questions:

• What are regional and country distribution trends? (Exhibits 1.13, 2.24, 3.17, 4.16, 5.17, 5.18, 6.14, 6.15, 7.15, 7.16)
• What is the breakdown of bank investment assets? (Exhibits 1.17, 1.18)
• What are some qualitative distribution trends? (Exhibits 1.14, 2.24, 3.19, 4.17, 4.21, 5.18, 6.16, 7.17, 7.19)

Scenario  3: In light of diminishing asset-gathering opportunities in the more developed markets, a large U.S.-based asset management firm is conducting
a revenue-cost analysis to determine if now is an opportune time to expand into Asia. Cerulli  Quantitative  Uppdate:  Asian  Distribution  Dynamics  2009 pro-
vides the following data metrics and Cerulli’s assessment:

• A fee schedule detailing the range of management fees and trailer fees charged in each country. (Exhibit 1.12)  
• Average fee-sharing agreement between the distributor and fund manager across the region. (Exhibit 1.12)  
• Most lucrative markets in terms of volume and margins (Exhibits 1.19, 1.20)
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By the close of 2008, following several months of market uncertainty and steep falls in the fourth quarter, Asian mutual fund assets had shrunk by
a third compared to a year ago. However, the first half of 2009 saw assets recover by 21% and Cerulli expects full-year results to show a virtual resump-
tion of 2007 levels. 

Over the next few years, asset growth is expected to stay positive but not mirror the strong pace shown in 2009. Cerulli estimates average Asian mutual
fund growth in the 2010–2013 period to reach low double digits, a far cry from the 30% and 94% expansion seen in 2006 and 2007, respectively.

Key Implication : Based on Cerulli’s conservative estimates, mutual fund assets in the Asia region should cross the US$1.5 trillion mark in 2013, putting the
six Asian markets collectively—China, Korea, Taiwan, India, Hong Kong, and Singapore—ahead of Europe’s largest market, France, and double that of the
United Kingdom.
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Asia Ex-Japan Mutual Fund Assets Under Management, 2004–2013E
(US$ billions)
Source: Cerulli Associates
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Unlike in other Asian markets where investors are interested in investing in markets closer to home (i.e., Asia-Pacific), Taiwan investors have a prefer-
ence for more global investments. Global investments currently account for 45% of total foreign-invested onshore assets and more than half of cross-bor-
der assets. 

While interest in investments in the Greater China region is picking up, it currently accounts for only 23% of assets invested in Asia-Pacific, or just 9% of
total foreign-invested onshore assets, and about 2% of cross-border assets are invested in the China and Hong Kong region. We expect China’s share to
grow rapidly as more China-focused funds enter the market and further liberalization in Chinese investments take place. At present, funds are still
limited by a 10% cap on investments in the Chinese A-share market. 

Key Implication : Taiwanese investors, unlike their neighbors, have a much higher preference for global investments, an area foreign managers can offer their
expertise in. This can be in the form of offering their Sicav funds direct into the market, or working with local players to structure onshore versions of their
cross-border funds. It’s been said that such co-operation not only helps to build up relationships with their local counterparts, but also helps open up distribu-
tion channels for foreign managers in that there is cross-sharing of distribution channels. 

EXHIBIT 5.09
Taiwanese Locally Domiciled and Cross-Border Mutual Fund Assets Under Management by Investment Geography, June 2009
Notes: (1) Based on Lipper FERI classification. (2) Based on SITCA classification. (3) Others includes MENA, Africa, and Latin America.
Sources: Securities & Investment Trust Consulting Association, Lipper FERI, Cerulli Associates
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While the range of front-end loads appears wide, they currently average about 3%, and face downward pressure. This is undermining banks’ mar-
gins as disclosures, surveillance, and compliance costs are all escalating.

Annual management fees are generally in line with international standards given the open nature of Singapore’s fund industry. Fund managers have
been able to charge higher fees for more specialized fund productsto counter the squeeze on traditional funds on the opposite end of the spectrum.

Key Implication : The fall in asset volumes, coupled with lower front end fees is having a knock on effect on distributors. With banks reluctant to sell riskier,
but high margins investment products to the mass market at the moment, a period of cost cutting and belt tightening is expected.  

High Low High Low Average
Equity funds 525 5 300 13 172
Bond funds 500 20 300 20 158
Balanced funds 500 300 300 100 174
Money market funds 500 100 200 20 116
Other funds (1) 500 100 500 69 208

Front-End Fees
Fund Type

Annual Management Fees

EXHIBIT 7.13
Singaporean Mutual Fund Fees, June 2009
(basis points)
Note: (1) Other funds include hedge and guaranteed funds.
Sources: Morningstar Direct, Cerulli Associates
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The long-standing national pension fund has established a pattern of outsourcing money to third-party domestic and foreign managers. Cerulli estimates the
NSSF’s allocation to third-party managers crossed the 50% mark in 2008 to stand at nearly 54%.  

The latest round of overseas mandates awarded this year are all equity-focused, and include allocations to shares in overseas Chinese companies.
Taken together with the plan to further intensify private equity investments, this suggests that the fund’s risk appetite remains healthy. Equity allocation
has edged up from 15.2% in 2007 to 18.6% last yearas the fund purchased RMB10 billion worth of local equities in November 2008.

As a state-owned pension fund, the investment agenda of NSSF has often been directed by the government to support certain national policies and
channel funds to various segments of the Chinese market. The NSSF intends to diversify its portfolio into the service sector and consumer spending
area to prop up domestic demand in light of weakening export numbers. It is also targeting to support small and medium-sized enterprises in light of the
current tenuous economic environment.

Key Implication :Since its establishment in 2000, the NSSF has accumulated nine years of investment experience and greatly diversified its portfolio to
embrace a wider range of investment options. But forays into unfamiliar investment territory are typically orchestrated via a select group of large, reputable
international money managers who have aligned themselves closely with the administrators and cultivated intimate relationships years before the chasing pack. 
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EXHIBIT 2.13
Chinese National Social Security Fund Assets Under Management by Investment Type, 2004–2008E
Notes: (1) Investment in equity includes share rights, investment in index products, and stocks. (2) Others includes investment in asset-backed securities and unit trusts.
Sources: National Council for Social Security Fund, Cerulli Associates
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Introduction & Methodology

Cerulli Quantitative Update: Asian Distribution Dynamics’ analyses and coverage of mutual funds in
Asia is central to the firm’s research coverage in the Far East, and an important part of our ongoing
coverage of the world’s main asset management marketplaces. After all, in the long term, Asia probably
will represent the largest asset management marketplace in the world outside of the United States. In
2005, we introduced this research in the Cerulli Quantitative Update format in response to clients’
demand for granular, quantitative information about how funds are distributed across the various chan-
nels. The Asian Distribution and Dynamics report—now in its eighth year—forms the basis of our
Asian research and complements all our other Asian publications. 

Report format
Our report retains its focus on market sizing, product development, and distribution strategies in Asia’s
mutual fund and asset management industry, including an analysis of revenues, fees, and costs.
Following the regional chapter are six country sections, covering China, Korea, India, Taiwan, Hong
Kong, and Singapore, in which detailed market and industry trends are captured in both chart and text
form. Each section also includes a summary of key points and recent industry developments. 

Proprietary research
Central to achieving the goal of providing useful quantitative information are our proprietary surveys of
asset managers in the region. These are bottom-up surveys to understand the relationship between asset
management firms and their primary intermediaries. The analysis includes information on assets under
management, product prioritization, fee structures, and sales process. 

Bank distribution remains at the heart of this analysis, and Cerulli is grateful for the ongoing support of
local and foreign banks, but particularly the regional banks that operate across multiple marketplaces.
The responses we received have helped enhance our understanding of the banking channel, one of the
most important for mutual fund sales in Asia today. 

In 2004, Cerulli became the first international research firm to conduct proprietary surveys of asset
managers in China, and in 2005 we extended this survey to India. We have continued to build on the
very strong participation we have received in both countries, and our results can be found in the respec-
tive country sections, as well as aggregated along with the rest of the region in the regional chapter.
Meanwhile, given the intense interest in the Chinese and Indian markets, we have two reports, titled
Asset Management in India: Revenue, Cost, and Profitability 2009 and Asset Management
Opportunities in China 2009, both due out in the fourth quarter, which address these markets in even
greater detail.
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Completing the analyses is the qualitative input our research efforts bring to bear and, as in previous
years, this relies on as many as 100 highly focused and in-depth research meetings and conference calls
with asset managers, distributors, fund associations, and regulators across all six countries in the region.

In addition to Asian Distribution Dynamics, the following is a list of Asia-focused research led from
our regional base in Singapore:

Cerulli Quantitative Update: Institutional Asset Management in Asia 2009 focuses on asset man-
agement opportunities offered by some of Asia’s most important institutions and provides a sizing
of outsourced assets. The report leverages proprietary surveys and interviews with institutional
investors and managers active in the region.

Asset Management in India: Revenue, Cost, and Profitability 2009 focuses on cost and revenue
trends among key industry segments in India. This report also puts the spotlight on asset manager
margins and profitability, which will be of particular relevance to foreign asset management firms. 

Cerulli Quantitative Update: Asset Management Opportunities in China 2009 focuses on foreign
manager opportunities in China. 

Asset Management in Southeast Asia 2009 analyses the asset management industry in Malaysia,
Thailand, Indonesia, the Philippines, and Vietnam, covering market sizing, product development,
domestic and cross-border opportunities, and distribution trends in one of the fastest growing sub-
regions in the world. This report is now in its third iteration.

The Cerulli Edge—Asia Pacific Edition: A quarterly research notes publication that highlights
recent proprietary research initiatives and provides the most current Cerulli viewpoints on develop-
ments in the region’s asset management industries, focusing on the marketplaces of Australia,
China, Korea, Hong Kong, India, Japan, Singapore, and Taiwan.

The information in this report was obtained from public and non-confidential sources, as well as propri-
etary surveys. Cerulli believes that the data herein is reliable and has made every reasonable effort to
verify statistics presented; however, Cerulli does not guarantee its accuracy or completeness. All data in
this report is calculated and presented in U.S. dollars to allow for easy comparison. Exchange rates
from June 2009 have been used.
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Cerulli benefited from the cooperation of a number of regulators and trade industry associations in the
region, and is especially grateful for assistance from the following:

Monetary Authority of Singapore

Securities and Futures Commission, Hong Kong

Hong Kong Investment Funds Association, Hong Kong

Asset Management Association of Korea, Seoul

Financial Supervisory Service, Korea

National Pension Service, Korea

Securities Investment Trust & Consulting Association, Taipei

Securities and Futures Commission, Taipei

Association of Mutual Funds in India, Mumbai

China Securities Regulatory Commission, Beijing

China Banking Regulatory Commission, Beijing

Ministry of Human Resources and Social Security of the People’s Republic of China, Beijing

National Council for Social Security Fund, Beijing

State Administration of Foreign Exchange, Beijing
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After losing almost half of its assets under management in 2008, the Chinese asset management industry managed to recover some lost ground, post-
ing 17% growth in the first half of 2009 to climb back to RMB2.2 trillion.

The precipitous decline last year was largely attributable to depreciation in market values as net flows, albeit significantly smaller, remained in positive ter-
ritory. Conversely, market appreciation accounted for the increase in AUM this year as the industry witnessed net redemptions in the first six months.

Large fluctuations in year-on-year growth are symptomatic of a developing industry, but China still managed to post a very commendable CAGR of
55% between 2004 and June 2009.

Key Implication: The long-term potential of the Chinese asset management industry remains intact despite the stumble in 2008. While several problems per-
sist, particularly those pertaining to regulations, China will continue to be the key engine of asset management growth in Asia as the retail market regains its
footing and the institutional segment further opens up to discretionary fund management.
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Chinese Mutual Fund Assets Under Management, 2004–June 2009
Sources: Morningstar Direct, Wind Financial Database, Cerulli Associates
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Using a risk point system for each asset class this chart gives a graphic representation of the competitive landscape occupied by the top 10 asset managers
in Korea. Assets in the Others category, typically funds with more than 10% invested in derivatives, are assigned the highest risk rating, followed by equi-
ties, balanced, bond, and lastly, money market.

Two managers stand out in terms of their asset size and product positioning. Mirae is well outside the pack in terms of its large assets but also
large base of higher-risk assets. Samsung, on the other hand, is unusual both in terms of its asset size and its low-risk asset base.

The remaining eight managers are grouped fairly closely together. Of these, NH-CA is one of the smallest and also most conservative, while Shinhan
BNP Paribas most closely approaches Mirae in terms of its size and asset exposure.

Key Implication: New and existing players need to decide where they stand in this schematic, and understand who their closet competitors are. The participa-
tion of the corporates and institutions in the mutual fund marketplace can greatly skew the picture, such that large managers can suffer from low margins, and
vice versa. 
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