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INTRODUCTION & METHODOLOGY

Cerulli Quantitative Update: China 2009’s analysis and coverage of the asset management industry in
China builds on the firm’s ongoing research coverage of fund management industries throughout the
Asia-Pacific region. Cerulli continues to believe that, in the long term, Asia will most likely represent
the largest asset management region in the world outside of the United States. As one of the biggest and
most dynamic asset management markets in the region, China continues to attract an enormous amount
of interest from fund managers.

As with last year’s report, this report has been presented in the Cerulli Quantitative Update format as
a response to clients’ demand for granular, quantitative information on this market, and complements all
our other Asian publications.

Report format

While our report retains its coverage of market sizing, product development, and distribution dynamics
in China’s asset management industry, the report, this year, focuses on foreign manager participation in
the country to include an analysis of various market-entry strategies. This ranges from evaluating the
joint venture asset management firms and assessing cross-border asset management, to examining the
opportunities present for fund managers in the institutional sector. Besides addressing the key metrics of
the industry, the report also includes a discussion of revenues, fees, and costs—all of which have
become crucial metrics in the context of the recent financial crisis.

Complementary to the quantitative analysis, which includes explanations that highlight key develop-
ments and implications, each section has an in-depth qualitative component that focuses on recent
industry trends and regulatory developments, in addition to a commentary on the future developments.

Proprietary research

Central to achieving the goal of providing usable quantitative information are our proprietary surveys of
asset managers in China. In 2004, Cerulli became one of the first international research firms to conduct
proprietary surveys with the largest Chinese asset managers, and we have continued to expand our cov-
erage to include more local players as well as foreign joint ventures over the years. In line with our
research focus this time around, we showcase the results of surveys with foreign joint ventures operat-
ing in the Chinese marketplace.

Completing the analyses is the qualitative input our research efforts bring to bear, and this relies on
more than 50 highly focused and in-depth research meetings and conference calls with local and region-
al asset managers, banks, insurance companies, and regulators.

Besides our annual report on China’s asset management industry, the following is a list of Asia-focused
research led from our regional base in Singapore:
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= Cerulli Quantitative Update: Asian Distribution Dynamics 2009 is Cerulli’s flagship Asian report
that focuses on investment fund distribution trends in Korea, Hong Kong, Singapore, Taiwan, and
China, as well as India. In its eighth iteration, this report relies on annual surveys with asset man-
agers and banks in the region.

= Cerulli Quantitative Update: Asset Management in Southeast Asia 2009 analyzes the asset man-
agement 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.

= 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.

= 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 local currency or U.S. dollars to allow for comparative analy-
sis. Exchange rates from June 30, 2009 have been used.

Cerulli benefited from the cooperation of a number of regulators and trade industry associations in
China, and is especially grateful for assistance from the following:

=  China Securities Regulatory Commission, Beijing

=  China Banking Regulatory Commission, Beijing

=  China Insurance Regulatory Commission, Beijing

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

= National Council for Social Security Fund, Beijing

=  State Administration of Foreign Exchange, Beijing

= The People’s Bank of China, Beijing
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EXHIBIT 1.06

Chinese Open-End Mutual Fund Net New Inflows by Investment Objective, 2004-YTD June 2009
(RMB hillions)

Sources: Lipper FERI, Morningstar Direct, Wind Financial Database, Cerulli Associates
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= Only equity and guaranteed funds saw positive net inflows, at RMB21 billion and RMBS8.9 billion, respectively, in the first half of 2009. Interest in
equity funds was reignited with the central government’s expansionary fiscal and monetary policies, which saw the Shanghai Composite Index rising an
impressive 60.1% in the first six months of the year.

= The net inflows into guaranteed funds were the largest since 2004. Guaranteed funds were not popular during the bullish years leading up to 2007 due
to their limited upside potential, but after experiencing huge losses from riskier asset classes in 2008, retail investors are beginning to see value in these
funds again, although how long their interest will be sustained is a moot point.

= All other asset classes suffered aggregated net outflows of RMB316 billion. Steep redemptions of RMB230 billion from money market funds in the
first six months of the year were no surprise. The bulk of these were in very short-term investments bought by institutional investors in the last quarter of
2008, which expired in early 2009. There were also retail investors who pulled out of money market funds to participate in the stock market recovery.

Key Implication: Existing funds did not get much attention from retail investors as a good deal of the new money flowed into new fund launches. Managers
have to be wary of fuelling the short-term investment mentality of retail investors by launching new funds with the latest popular themes, since such asset-gath-
ering tactics are likely to see outflows just as quickly in the next quarter. Instead, cultivating a longer-term investment philosophy will benefit both manufactur-
ers and investors. Regular savings plans (RSPs) have worked well to smooth out the flows in countries like Korea, although the awareness and popularity of
RSPs in China is still too low to have a tangible impact on smoothing out the volatility in the marketplace.
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EXHIBIT 4.01

Chinese Institutional Investable Assets, 2004-2008
(RMB trillions)

Source: Cerulli Associates
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= Investable assets held by Chinese institutions grew at a four-year CAGR of 37.6% from 2004 to 2008, exceeding RMB18 trillion (US$2.6 trillion)
at the end of 2008. Cerulli uses investable assets as an indicator of the potential for institutional asset management in the country, based on the amount of
financial assets that institutions can invest.

= The People’s Bank of China is the biggest institutional investor in China, accounting for a leading 72% marketshare of investable assets, contributed
by its massive foreign reserve holdings. Following a distant second and third behind are insurance companies and CIC with 12.7% and 11%, respectively.

= The spike in assets in 2007 is attributable to not just new inflows and market appreciation at the height of the market bull run, but also to the
establishment of CIC. By 2008, a deteriorating investment climate had moderated growth to 25%—which is still a commendable feat when judged
against the huge investment losses suffered by other global and regional institutions. By and large, conservative and domestically focused portfolios
buffered Chinese institutions from the worst of the financial storm.

Key Implication: Although the pace of liberalization has been slower in the institutional market, the introduction of discretionary portfolio management and
corporate pensions in the form of the Enterprise Annuities (EA) scheme in recent years is an encouraging sign for further development. As seen in 2008, insti-
tutional assets, being stickier and more consistent, cushioned the sharp fall in retail assets, providing a useful foil for large fluctuations in the retail market.
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