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INTRODUCTION & METHODOLOGY

Cerulli Quantitative Update: Retail Products and Strategies 2009 is the second report in an annual
series, which is the result of ongoing research and analysis of asset managers that manufacture and dis-
tribute U.S. retail products through third-party intermediaries, by Cerulli Associates (CA). The report
focuses on three key areas: strategy and innovation of asset managers around their product line, new
product development plans, and product organizations and implementation of these products.

Cerulli Quantitative Update: Retail Products and Strategies 2009 leverages CA’s ongoing qualita-
tive analysis of the asset management industry, and utilizes several proprietary surveys of asset manage-
ment firms. The majority of research exhibits were compiled from the proprietary surveys titled Retail
Products and Strategies Survey completed in November 2008, and the Target-Date/Lifecycle and Risk-
Based/Lifestyle Funds Survey completed in January 2009. Other results were compiled using the propri-
etary surveys titled Portfolio Construction & Product Development, completed in February 2008 and
Alternative Investments in the Retail Market, completed in August 2008.

The report is designed as a business planning tool, and additional support interpreting this data is also
available. All exhibits include explanations that highlight key developments and implications, each of
which state the important tactical ramifications for asset managers. In addition, most exhibits contain
cross references to other related charts in this publication.

CA analysts’ opinions and perspectives are shaped by a methodology based on three components:

= Industry understanding: All CA analysts come to the firm with a background shaped by relevant
experience at leading financial services firms, which contributes to the internal pool of industry
knowledge fed by more than 10 years of proprietary research and consulting.

= Quantitative analysis: CA maintains an online, password-protected survey engine as part of a vol-
untary, information-sharing relationship whereby participants complete confidential surveys in
exchange for an aggregate summary of key findings. All information is presented in aggregate
form, and proprietary survey information is not directly attributed to participants.

= Qualitative research: CA analysts conduct background research interviews with industry execu-
tives in a confidential format allowing for open dialogue about the current state and future outlook
for the industry. This provides a means for synthesizing the other components of our methodology
into research products that are independent, insightful, and grounded in the industry’s current cli-
mate.

In addition to survey data, CA analysts compiled information available through third parties, such as
Strategic Insight, ICI, Morningstar Direct, NAVA, College Savings Plan Network,
SavingforCollege.com, HedgeFund.net, Barclay Trading Group, Arete Consulting, and Social
Investment Forum.
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ucts with more than $10 million, as compared to only 19% and 13% of asset managers that seed domes-
tic equity and international/global funds, respectively at this same dollar level.

Exhibit 5.08: Asset Managers Indicate the Length of the Development and Implementation Cycle of
Alternative Products (Excluding ETFs) Compared to Traditional Products, 2008

60% -

55.0%

50% A

40.0%

40% -

30% A

20% -

10% -
5.0%

0.0%

0% -
Significantly longer (adds morethan 6 ~ Somewhat longer (adds less than 6 months About the same Shorter
months to the cycle) to the cycle)

Source: Cerulli Associates
Section I1: Product Landscape

2008 was a difficult year for asset managers; the stock market fell 37% (as measured by the S&P 500
Index), leaving firms to make some tough decisions as their assets plunged. Many asset managers
endured layoffs and are now in the midst of evaluating their business strategies. Asset managers will
need to be prudent in their decision-making, product line evaluation, determining primary versus ancil-
lary businesses, and establishing programs to support advisors and their investors. While some asset
managers are expanding their product lines to include less mainstream products, such as ETFs and alter-
native asset classes, most remain loyal to the long-only mutual fund, which continues to be a staple for
U.S. investors.

The first ETF was launched in the U.S. in 1993 and remained on the periphery for several years—
attracting assets from a small group of retail and institutional investors while other products, notably
mutual funds, gathered assets at a record pace. Following 2007’s impressive $609 billion, ETF assets
ended 2008 with $532 billion, falling 13%—notable given the long-term mutual fund’s 35% decline
during the same period. ETF assets have grown worldwide as both institutional and retail channels have
adopted these vehicles. The ETF blends elements of both passively managed open-end mutual funds
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EXHIBIT 1.04

Main Drivers of Product Innovation, 2008
Source: Cerulli Associates

100%

9.1%
13.6% 15.0%
18.2% AU
9.1% 22.7% 22.7% 22.7% 22.7% 27.3% 27.3%
80% A
18.2% 13.6%
27.3% 45.0%
% - 31.8%
60% 36.4% 40.9%
40.9% 40.9%
40% -
N I l
O% T T T
Need for Focus on alpha Heightened Demand for Trend toward Demand for Demand for Increase in Interest in Invention of new Evolving advisor
retirement (alternative competition, principal UMAs and global diversity portfolio multimanager liability product business
income investment need to protection model portfolios construction strategies matching or structures or practices
strategies) differentiate solutions outcome-based vehicles
products solutions

. Significant driver

|:| Somewhat of a driver

|:| Not a driver

= The need for retirement income, alternative investment strategies, heightened competition, and the demand for principal protection are the most
significant drivers for product development efforts, as reported by retail asset management firms surveyed late in 2008.

= More than one-quarter of asset managers state that the invention of new product structures or vehicles and evolving advisor business practices to
have no bearing on product development efforts.

Key Implication: Most executives expect product development to be fueled by investor demands for retirement income, alternative investments, and principal
protected products that typically gain traction in bear markets. In speaking with many industry executives, Cerulli discerned that retirement income is at the
forefront for most product developers, although one product development professional noted: retirement income is the biggest trend but it’s not moving the

markets much.

CERULLI QUANTITATIVE UPDATE = RETAIL PRODUCTS AND STRATEGIES 2009

CHAPTER 1 = 25



EXHIBIT 6.10
Anticipated Changes to Target-Date/Lifecycle Funds in Response to Recent Disappointing Performance, 2009

Source: Cerulli Associates
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Most surveyed asset managers (57%) do not intend to alter the asset allocation of their target-date or risk-based funds despite the upheaval in the

capital markets over the past year.
A somewhat larger percentage (36%) of asset managers indicated that there is a need to evaluate and possibly overhaul the allocation of their

models.
Key Implication: The majority of target-date funds in the marketplace are first generation. While they may have tinkered some with their portfolio construc-
tion to optimize the glidepath or distinguish themselves from the competition, most are rooted in traditional asset allocation approaches. Even before the market
correction began, glidepath architects debated the appropriate mix of asset classes. They continue to wrestle with these issues, particularly as many target-date
funds aimed at older investors (i.e., 2010 or 2015) have generated negative returns in the double digits.
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