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To Our Readers,

On behalf of Merrill Lynch and Capgemini, we are pleased to present the 2008 Asia-Pacific Wealth Report, our third annual
in-depth look at the changes in the High Net Worth marketplace in the region. The Report builds on the success of the World

Wealth Report, which is now in its 12th year.

As our Report highlights, 2007 was a transitional year that saw a sharp divergence between mature and emerging markets.
The Asia-Pacific region displayed resilience to the North American economic slowdown, buoyed by robust GDP growth and

solid stock market performances. As a result, the region continued to accumulate wealth on an unprecedented scale.

For the third consecutive year, Asia-Pacific dominated the list of the world’s 10 fastest-growing markets for High Net Worth
Individuals (HNWIs). The Report found that growth in Asia-Pacific economies, most notably India and China, attracted
significant investment into the region. Moreover, diverse markets and the evolving behavior of HNWIs across the region

present tremendous opportunities for wealth management providers worldwide.

While global economic conditions in the first part of 2008 also had an impact on the Asia-Pacific region, HNWIs are still

optimistic about growth throughout the region, and are continually looking for new opportunities.
This year’s Spotlight section focuses on the dynamics and potential of the Emerging-HNWI and Ultra-HNWI segments. We
examine the unique characteristics of each segment and the growth potential they offer wealth management providers in

the region.

We are pleased to present you with this year’s Report, and hope you will find continued value in our latest insights.

T M o) Z.

Robert J. McCann Jason Brand Bertrand LavaySS|ere
Vice Chairman and President Senior Vice President Managing Director
Global Wealth Management President of Pacific Rim Global Financial Services

Merrill Lynch & Co., Inc. Merrill Lynch & Co., Inc. Capgemini
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The State of Asia-Pacific’s Wealth

¢ The number of HNWIs in Asia-Pacific grew by 8.7% in 2007, to 2.8 million, exceeding global HNWI population gains

of 6.0%

* Asia-Pacific HNWI wealth expanded by 12.5% in 2007, to US$9.5 trillion, exceeding both the 10.5% rate posted a

year earlier and total world wealth growth in 2007 of 9.4%

¢ Asia-Pacific is home to 27.8% of the world’s HNWI population and 23.3% of global HNWI wealth

¢ India, China and South Korea experienced the highest HNWI population growth within the region, gaining 22.7%,

20.3% and 18.9%, respectively

¢ Together, Japan and China accounted for 68.8% of the Asia-Pacific HNWI population and 62.4% of its wealth

* We forecast that Asia-Pacific HNWI wealth will total US$13.9 trillion by 2012, growing at a projected annual rate of

7.9%, which slightly exceeds the 7.7% global rate

Over the past five years, HN'WI wealth has soared in the Asia-
Pacific region. In 2007, five of the world’s 10 fastest—growing HNWI
populations were concentrated in Asia-Pacific markets, with India
and China posting the largest gains. However, the slow growth of
some of the larger Asia-Pacific HN'WI populations, such as the
2.2% rate posted in ]apan, kept overall regional growth levels at or
near global averages. As a result, Asia-Pacific HNWI gains exceeded
global averages but fell short of advances made in the very highest-
growth regions, namely the Middle East and Latin America.

Real GDP and market capitalization continued to be key drivers of
Asia-Pacific wealth generation, despite mixed results relative to 2006
performances. Two-thirds of the markets reported on® boasted real
GDP growth above the 5.1% global average,3 while market capitaliza—
tion in all of the Asia-Pacific economies analyzed, with the exception

of Japan’s, experienced strong, positive growth throughout 2007.

The global“story of two halves,” as told in the 2008 World Wealth
Report, accurately reflects 2007 trends evident in Asia-Pacific as

well: Steady growth across the region defined the first half of 2007
whereas heightened Volatility and a sharp divergence between mature
and emerging economies characterized the second. Unlike some other
parts of the world, the economic slowdown in the United States did
not dampen overall 2007 Asia-Pacific gains. However, deteriorating
global conditions over the course of the year heightened uncertainty
regarding the global economic outlook and cast a shadow on many of
the region’s primary export markets. Further, while some Asia-Pacific

economies were faced with slowing growth, high—and steadily

! High Net Worth Individuals (HNWIs) hold at least US$1 million in financial assets, excluding
collectibles, consumables, consumer durables and primary residences

? Australia, China, Hong Kong, India, Indonesia, Japan, Singapore, South Korea and Taiwan

®The Economist Intelligence Unit, “Select Country Reports,” December 2007 - May 2008
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rising—inflation became the most pressing challenge for the entire
region. This issue grew more pronounced in 2008, amid severely
weakened Asia-Pacific equity markets, and drew attention to related
policy—action decisions. Nonetheless, in 2007, rapidly rising domestic
demand and improving socioeconomic and political fundamentals
within the region, particularly among the emerging markets, buoyed

growth in most Asia-Pacific economies.

The net result of strong growth in emerging markets and weak
performances in mature markets was above-global-average gains for
HNWTIs in the Asia-Pacific region. In 2007, the number of HN'WIs
in the region grew by 8.7%, to 2.8 million. With those gains, Asia-
Pacific ended the year hosting 27.8% of the world’s 10.1 million
wealthiest individuals, with the nine key markets studied accounting
for 93.1% of the region's HNWIs. During the same period, HNWI
wealth in Asia-Pacific expanded by 12.5%, to US$9.5 trillion,
significantly exceeding gains of 10.5% in 2006. By year—end 2007,
Asia-Pacific HN'WTI financial holdings accounted for 23.3% of the
US$40.7 trillion held by HN'WIs globally.

In 2007, the Ultra-HNWTI' population in Asia-Pacific grew by
16.4%, to 20,400 individuals—nearly double the 8.8% growth of the
global Ultra-HNWTI population and significantly higher than the
12.2% growth witnessed in the region a year earlier. Notably, Asia-
Pacific's Ultra-HN'WI segment accounted for only 0.7% of its entire
HNWI population, less than in any other region. This trend has
been consistent over the past few years and reflects how the Asia-
Pacific HN'WI population is weighted more heavily in the lower
wealth bands than HN'WI populations in other regions.

* Ultra-High Net Worth Individuals (Ultra-HNWIs) hold at least US$30 million in financial assets,
excluding collectibles, consumables, consumer durables and primary residences



Figure 1. | Asia-Pacific HNWIs by Market, 2005 — 2007
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Figure 2. | HNWI Wealth Distribution by Region, 2005 - 2007

South Korea Taiwan ndonesia
3.4% 2.5%
Singapore K Vietnam HNWI Wealth, 2007
4.0% (USS$ Billions)
India
4.6% @ oOthers*  US$ 1,030

Hong Kong Vietnam US$ 4.9
5.5% @ Indonesia Uss$ 80
Taiwan USS$ 240

Al:t;i;:ia South Korea USS$ 320
Singapore  US$ 380

@ India USS$ 440

@ HongKong US$ 520

@ Australia  US$ 550

@ china USS$ 2,120

@ Japan US$ 3,800

Total: US$ 9.5 Trillion

Note: *Others category is comprised of eight markets: Kazakhstan, Malaysia, Myanmar, New Zealand, Pakistan, Philippines, Sri Lanka and Thailand
Chart numbers are rounded
Source: Capgemini Lorenz curve analysis, 2008

@ Capgemini

CONSULTING TECHNOLOGY.OUTSOURCING

ggﬂenill Lynch  Asia-Pacific Wealth Report 2008 | 3



Domestic Demand and Foreign Investment Drive Gains for Asia-Pacific HNWIs

While global real GDP growth decelerated in 2007, from 5.3% to 5.1%, growth in most Asia-Pacific economies
exceeded that rate, building on strong domestic demand, increased public spending and rising foreign interest in the
region’s investment opportunities. In fact, six of the nine markets studied enjoyed real GDP growth above the global

average, with growth rates of several emerging economies in the region ranking among the highest in the world.

Similarly, Asia-Pacific produced some of the world’s most impressive market capitalization performances in 2007, even
with slowdowns evident in other regions of the world. The MSCI Asia-Pacific Index rose 12.3% in 2007—33.3%

if Japan is excluded—a sign of the region’s strong equity market activity and positive growth in economies at every
stage of economic development. Furthermore, with the exception of Japan’s contraction, all of the Asia-Pacific markets

analyzed experienced double-digit market capitalization growth, which contributed strongly to regional HN'WI gains.

Within Asia-Pacific, countries at varying stages of economic development responded differently to the downward evolu-
tion of global conditions over the course of 2007 and on into 2008. While economic performances varied significantly
throughout the region, countries with comparable levels of market maturity (those being classified as mature, devel-

oping and emerging’) shared similar experiences.

External Conditions Weigh on Mature® Economies, Yielding Mixed Results

Once again, Japan experienced a year of weak economic gains and poor equity market performances, generating only

a modest 2.2% expansion of its HN'WI population in 2007. While the country’s shrinking trade balance was reversed
after triggering concerns toward the end of 2006, a contraction in housing investment in 2007 weighed on real GDP
growth, and held it to 1.8%. Accentuated by the U.S. economic slowdown and uncertain global outlook, low levels of
consumer confidence limited private consumption growth to only 1.5%.” At the same time, investor distrust of Japanese
politics and lackluster public policy contributed to an outflow of foreign capital from ]apanese equity markets, which

often accounts for up to 60% of trading volumes. This led market capitalization to contract by 6.1% in 2007.°

Figure 3. | Asia-Pacific HNWIs and Ultra-HNWIs (%) by Market, 2007
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Source: Capgemini Lorenz curve analysis, 2008

® Classification of countries as mature, developing and emerging is consistent with the definitions in the 2006 Asia-Pacific Wealth Report, Spotlight section

® Qualitatively defined as holding high wealth density with highly developed capital markets, as noted in the 2006 Asia-Pacific Wealth Report, Spotlight section
" The Economist Intelligence Unit, “Japan Country Report, December 2007 - May 2008

& Capgemini analysis based on interviews with industry experts, Asia-Pacific, July 2008; World Federation of Exchanges, “Focus Report; January 2008
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While internal factors inhibited ]apan's growth, the U.S. economic downturn Weighed directly—and indirectly—on
the country’s growth prospects. Despite Japanese financial institutions’ relative insulation from troubled U.S. securities,
the Nikkei 225 benchmark index contracted by 11.1% in 2007.” Over the course of the year, turmoil in global finan-
cial markets shook Japanese investor confidence, while tight credit constrained real estate and related investments and
private equity. Because Japan looks to its export sector to drive growth opportunities, receding demand in the United
States—Japan’s largest export market—over the course of 2007 further constrained the country’s growth potential.
However, diminishing U.S. support of Japanese growth in late 2007 was offset slightly by strong Japanese sales to
Europe and Asia. As a result, export growth for the whole of 2007 still reached 8.8%."

A bit isolated from global developments, Australia recorded strong economic gains and expanded its HN'WI population
by 7.1%, despite adverse conditions that weighed on many mature economies in the second half of 2007. Historically, global
conditions impact the Australian economy with a six- to nine-month lag.11 Consequently, strong performances prevailed
through year—end and boosted Australian HNWTI gains above the global average, but short of the Asia-Pacific rate. In addi-
tion, growth was supported by an 18.5% increase in market capitalization in 2007, a sharp increase in commodity prices

and ongoing demand for Australian exports from emerging markets in the region. Real GDP, meanwhile, advanced 3.9% in

2007, exceeding 2.8% growth a year earlier, in large part due to a 4.1% upturn in private consumption‘12

High and climbing interest rates, tighrening credit conditions and mounting inﬂationary pressures Weighed on Austra-
lian consumer and business confidence levels toward year-end, in contrast with the positive sentiment built on a strong
currency and five straight years of 23% average market capitalization growth per annum.” The impact of interest rate
hikes was particularly sharp in the wake of several consecutive years of negative household savings rates. Still, overall

2007 performances were solid and translated into notable HN'WI sector gains.

Hong Kong contested the downward trend that many mature economies around the world experienced in 2007, as
healthy economic fundamentals propelled its HN'WI population ahead by 10.2%, surpassing both regional and global
growth rates. Real GDP grew by 5.7%, thanks to robust growth of private consumption, domestic demand and exports,
up by 7.0%, 8.2% and 7.9%, respectively, The convergence of these factors resulted in a drop in the unemployment rate

to 3.4% in the last quarter of 2007, its lowest rate since April of 1998."

Market capitalization in Hong Kong expanded by 54.8% in 2007, fueled by strong regional activity—particularly in the
booming markets of China and India—and sustained international interest.”” Resolute IPO and real estate performances,
important drivers of I—long Kong market capitalization, upheld l—long Kong’s role and reputation as a primary Asia-Pacific
market. Furthermore, the Hong Kong dollar weakened over the course of 2007, as a result of its peg to the U.S. dollar.

This increased its market appeal to international investors, particularly those from the Middle East and Southeast Asia.

Singapore outperformed the other mature economies analyzed in terms of real GDP and market capitalization growth
and, as a result, realized the greatest HN'WI sector gains among mature Asia-Pacific economies. Globally, Singapore
ranked seventh, with 15.3% population growth. Exports and private consumption were the primary forces behind real
GDP growth of 7.5%. Other notable drivers included: continued strength of the manufacturing sector; sound perfor-

mances by the financial services and business sectors; and a drop in the unemployment rate to a nine-year low of 1.3%."

Market capitalization growth in Singapore reached an impressive 40.3% in 2007, albeit down slightly from 2006 ﬁgures.17
Market activity was supported by measures sustaining high levels of foreign direct investment (e.g., corporate income taxes
were lowered by two percentage points), growing demand for financial services and rising oil prices, which benefited Singa—
pore via higher returns on refined petroleum products and oil rig maintenance services.'® At the same time, the country’s

current account surplus equaled 28.8% of GDP in 2007, allowing Singapore to accumulate a large stock of foreign assets."”

® “Year-End Review of Markets & Finance,” The Wall Street Journal, January 2, 2008; Yahoo!Finance, accessed February 13, 2008

1° The Economist Intelligence Unit, “Japan Country Report;” December 2007 - May 2008

' Capgemini analysis based on interviews with industry experts, Asia-Pacific, July 2008

12 World Federation of Exchanges, “Focus Report; January 2008; The Economist Intelligence Unit, “Australia Country Report; December 2007 - May 2008

13 Capgemini analysis based on interviews with industry experts, Asia-Pacific, July 2008; The Economist Intelligence Unit, “Australia Country Report,’
December 2007 - May 2008

4 The Economist Intelligence Unit, “Hong Kong Country Report,” December 2007 - May 2008

1> World Federation of Exchanges, “Focus Report,” January 2008

16 The Economist Intelligence Unit, “Singapore Country Report, December 2007 - May 2008

' World Federation of Exchanges, “Focus Report; January 2008

18 “Egonomic conditions in Singapore and Vietnam: A monetary policymaker's report, FRBSF Economic Letter, Volume 2008, Issue 7, February 22, 2008

19 The Economist Intelligence Unit, “Singapore Country Report, December 2007 - May 2008
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Figure 4. | Global and Asia-Pacific HNWI Distribution by Wealth Band, 2007
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Source: Capgemini Lorenz curve analysis, 2008; Capgemini/Merrill Lynch 2008 World Wealth Report

Developing?® Economies Balance Global Slowdown with Asia-Pacific Strength

Taiwan’s economy outpaced global averages by many measures, supported largely by the continued strength of its
export sector and robust growth in China. Real GDP growth accelerated from 4.9% in 2006 to 5.4% in 2007, slightly
ahead of the 5.1% global rate. Strong advances in gross fixed investment drove domestic demand while increases in both
government and private consumption exceeded those in 2006. Taiwans improving relations with China, its most impor-
tant trading partner, and ongoing demand in Europe for alternative energy products (e.g., solar panels) helped exports

grow by 8.8% for the year,21

Market capitalization growth in Taiwan eased to 11.6% in 2007, from 24.9% a year eatlier, as a result of decreased
trading activity, a net outflow of foreign capital and tightening credit conditions.”” The Central Bank of China (Taiwan’s
central bank) steadily raised interest rates while the U.S. Federal Reserve pursued rate cuts, highlighting how monetary
policy favored controlling inflation over stimulating growth as the year wore on. Support to control import-induced
inflation came from the New Taiwan dollar’s appreciation against the U.S. dollar, albeit at the expense of downward
pressure on export growth‘ The combined effect of strong growth in Asia-Pacific and waning demand in the United

States meant that Taiwan's HN'WI population expanded by 7.8%.

In 2007, Indonesia enjoyed impressive economic gains in terms of real GDP and market capitalization growth

and expanded its HN'WI population by 16.8%, the fifth-highest growth rate globally. Real GDP growth acceler-
ated to 6.2%, its fastest rate since the Asian Financial Crisis of 1997.” Among the key factors driving growth: strong
advances in government and private consumption, at 5.6% and 5.0%, respectively; an 8.0% gain in exports, as sharp
price increases boosted commodity export revenues; and a 9.2% increase in gross fixed investment over the course of
the year.” Indonesian market capitalization grew by 52.4% during the period, reflected by a 52.1% gain in the JSX

Composite Index and robust increases in daily average transaction value and frequency‘25

Particularly dependent on trade synergies, Indonesia was negatively impacted by weak U.S. growth and deteriorating

global conditions. Cooling external demand slowed exports to Japan—Indonesia’s largest export market—and the

% Qualitatively defined as holding an established base of wealth and strengthening capital markets with selectively restrictive regulations, as noted in the
2006 Asia-Pacific Wealth Report, Spotlight section

! The Economist Intelligence Unit, “Taiwan Country Report, December 2007 - May 2008

2 World Federation of Exchanges, “Focus Report,” January 2008

2 The Economist Intelligence Unit, “Indonesia Country Report;” December 2007 - May 2008

2 |bid.

% World Federation of Exchanges, “Focus Report,” January 2008; Indonesia Stock Exchange, January 2008
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United States. Domestic consumption also eased as food and fuel prices persistently rose and interest rates stalled at

their highest levels in six years‘26

South Korea’s HNWI population jumped by 18.9% in 2007, the fourth-fastest rate globally, as the country enjoyed
solid economic gains and very active financial markets. Real GDP grew by 5.0% in 2007, supported by exports that
increased by 14.2% to a total US$372 billion. This marked the fifth consecutive year of double-digit export growth.27
Market capitalization growth more than doubled, to 34.5%, largely due to surging domestic trading activity.28 Moreover,
high levels of activity in the South Korean market contributed to year-over-year gains of 24.1% in the financial services

sector in November.”

The economic slowdown in the United States, South Korea’s second-largest trading partner after China, weighed on
South Korean growth. This, however, was offset by strong demand from high-performing Asia-Pacific economies.
Weaker U.S. demand, despite the Korean won depreciating against the U.S. dollar, dampened Korean export growth
in the second half of 2007. Still, robust real GDP and market capitalization growth in China lent strong support to
activity throughout the Asia-Pacific region and boosted gains for South Korean HNWIs.

Emerging®® Economies’ Resilience Drives Growth in Asia-Pacific

In 2007, China was home to the world’s second—fastest—growing HNWI population, which expanded 20.3% as robust
economic gains fueled wealth generation over the course of the year. Real GDP grew by 11.4%, accelerating from 11.1%
in 2006 to more than twice the global growth rate of 5.1%. l—ligh investment in public projects and infrastructure,
alongside strong domestic demand, boosted government and private consumption by 8.4% and 8.3%, respectively. Even

with high public spending, a 31.4% increase in tax revenue pushed the budget to a surplus for the first time in 20 years.

Chinese market capitalization skyrocketed by 291%, driven primarily by organic price increases, and contributed
strongly to HN'WIT wealth generation in 2007.% High levels of market liquidity coupled with the low cost of borrowing
accelerated investment spending and pushed IPO and venture capital activity to all-time highs. China alone accounted

for over US$60 billion in IPO proceeds and produced some of the world’s largest offerings in 2007.

As growth in the global marketplace slowed, particularly among mature economies, China’s economic strength proved
to be a key source of support for the Asia-Pacific region and the world at large throughout 2007. However, the steady
appreciation of the renminbi, particularly in the second half of 2007 amid weaker demand in the United States, Europe
and Japan, weighed on Chinese exports and pulled the trade surplus down 14% from November to December.” None-

theless, economic gains were robust and the HN'WT sector expanded sizably.

Impressive economic gains and surging investment spending led India’s HNWI population to experience the highest
growth worldwide in 2007, expanding it by 22.7%. Robust growth of government and private consumption, at 10.8%
and 5.7%, respectively, and a large fiscal budget dedicated primarily to rural infrastructure projects, health and education,

fueled 7.9% real GDP growth in 2007.% Investment spending continued to be the fastest—growing GDP component.

India’s market capitalization raced ahead by 118.4%, generating high returns for HNWTIs. The 47.1% advance in the
Bombay Sensex benchmark catapulted the National Stock Exchange of India into the top-12 largest exchanges by the
end of 2007.” Another key driver of growth was foreign institutional investments, which nearly doubled from 2006
levels, to an estimated US$17 billion in 2007.%

The U.S. economic slowdown and weakening global conditions in the second half of last year weighed on Indian

growth, but strength in Asia-Pacific markets provided substantial support. Although exports accounted for only 17%

% The Economist Intelligence Unit, “Indonesia Country Report,” December 2007 - May 2008

" The Economist Intelligence Unit, “South Korea Country Report;” December 2007 - May 2008

* World Federation of Exchanges, “Focus Report,” January 2008

% The Economist Intelligence Unit, “South Korea Country Report, December 2007 - May 2008

% Qualitatively defined as holding rapidly increasing wealth among massive populations amid developing capital markets, capital controls, currency inconvertibility and
strict licensing requirements, as noted in the 2006 Asia-Pacific Wealth Report, Spotlight section

3 The Economist Intelligence Unit, “China Country Report;” December 2007 - May 2008

3 World Federation of Exchanges, “Focus Report,” January 2008

* “RMB 447 bln raised from IPOs on China’s stock market in 2007 Xinhua News Agency, January 2, 2008

3 The Economist Intelligence Unit, “China Country Report;” December 2007 - May 2008

* The Economist Intelligence Unit, “India Country Report;” December 2007 - May 2008

* World Federation of Exchanges, “Focus Report,” January 2008

57 Ipid.

% Mahesh Nayak, “Still Looking Good,’ Business Today, January 27, 2008
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of India’s GDP, easing U.S. demand negatively impacted Indian export growth, thereby compressing GDP” Also, the
appreciation of the Indian rupee against the U.S. dollar dulled relative export and investment attractiveness, albeit at
the benefit of controlling inﬂationary pressures as run-ups in oil and commodity prices placed pressure on government
expenditures and import bills. Ultimately, resilient activity in Asia-Pacific throughout 2007 fueled impressive perfor-

mances in Indian markets and substantial wealth generation among HNWIs.

With its market-sizing figures included for the first time in this year’s report, Vietnam is a prime example of a small,
up-and-coming Asia-Pacific economy. Since 2001, real GDP growth has hovered around 8%, market capitalization
has enjoyed explosive increases, and notable advances have been made in reducing poverty levels and rapidly transi-
tioning to a market-oriented economy,40 In 2007, 8.5% real GDP growth and a near doubling of market capitalization
fueled a 24.2%" jump in Vietnam's HNWI population,42 earning the country its reputation as a new ‘Asian miracle.
Future growth, however, will be tested by many of the same obstacles, such as high inflation and lack of technological

progress,43 that face other high—growth economies in the region.

Figure 5. | Asia-Pacific HNWIs’ Average Net Worth by Market, 2007
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Source: Capgemini Lorenz curve analysis, 2008

2008 Update: Global Conditions Catch Up to Asia-Pacific Markets

The implications of weakened global growth in late 2007 and 2008, sparked initially by the U.S. housing market down-
turn and the ensuing tighter global credit conditions, took shape on two fronts. Slowing demand, mostly in mature
economies, weighed on trade synergies around the wotld and dampened real GDP growth forecasts. At the same time,

declining investor confidence and tightening credit conditions negatively impacted equity market performances.

As investors shifted funds away from troubled mature markets in favor of their stronger, emerging counterparts, high-
growth Asia-Pacific markets welcomed increased investment activity in the second half of 2007 and enjoyed impressive
gains. However, the same Asia-Pacific markets that experienced the highest growth in 2007 incurred the greatest losses
through the first half of 2008. The MSCI country indexes for India and China lost roughly 42% and 27%, respectively,
between January 1, 2008 and June 30, 2008, while the MSCI World Index fell only 12% over the same period‘ Given
that dwindling investor confidence levels and the flight of foreign capital were primary drivers of such losses, it is logical
that the most active Asia-Pacific markets in 2007 were hurt most in 2008—whereas last year's weaker Asia-Pacific

markets, such as those in Taiwan and Japan, contained 2008 losses to more moderate levels.

* The Economist Intelligence Unit, “India Country Report,” December 2007 - May 2008

4 “Economic conditions in Singapore and Vietnam: A monetary policymaker’s report, FRBSF Economic Letter, Volume 2008, Issue 7, February 22, 2008

" It is important to note the substantially smaller absolute growth of Vietnam’s HNWI population—the high growth rate is largely due to a small base HNWI population
*2 The Economist Intelligence Unit, “Vietham Country Report, May 2008

43 “Economic conditions in Singapore and Vietnam: A monetary policymaker’s report, FRBSF Economic Letter, Volume 2008, Issue 7, February 22, 2008
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Mature and Developing Markets

Increusing Government Regulation: Governments in mature and developing markets are placing a greater emphasis on product disclosure,
reporting and investor protection. In Singapore, the government tightened disclosure requirements in 2002, requiring a substantial number
of shareholders of listed companies to notify the stock exchange of both their shareholdings and any trade changes."”' More recently, in the
wake of the sub-prime mortgage crisis and ensuing credit crunch, some governments have increased the disclosure requirements for complex
and hard-to-understand financial instruments with an eye to improving transparency. For example, in September 2007, Japan introduced

the Financial Instruments and Exchange Law to tighten disclosure requirements on a wide range of complex investment vehicles in order to
protect investors.”” Australia has followed a similar path, announcing in early 2008 its intention to tighten disclosure requirements for equity

derivatives and hedge funds.”

More stringent disclosure requirements and investor-protection guidelines directly affect the operating costs of wealth management providers,
as they require more complicated back-office processes and higher levels of systems customization. Moreover, such changes force providers to

create more detailed client-facing documents and invest in additional training for their advisors—both within short time frames.

Some global wealth management providers see an opportunity to differentiate themselves by not only meeting but also exceeding regulatory
requirements in a local market. Such providers also have used industry workgroups to actively engage local regulators to shape the rules and
guidelines affecting the wealth management industry. In Singapore, for example, Merrill Lynch, Deutsche Bank and Goldman Sachs were
members of an industry taskforce charged with reviewing the equity derivatives and structured products markets,” These firms also are lever-
aging the experience they gained in other markets around the globe to work with governments in the region as they develop or refine their

compliance regulations.

Intergenerational Wealth Transfer Gains in Importance: In mature and developing markets, many HN'WIs are nearing retirement and
weighing how they will transfer their wealth to future generations. For instance, one-third of HN'WIs in mature markets and 28.0% in
developing markets are between the ages of 56 and 65."* Ultimately, an aging population increases the demand for estate planning services and
forces wealth management providers to employ specialist skills, such as tax and legal experts, as part of the advisory team to better compete

against professional services firms, such as KPMG and Ernst & Young.

The Talent Shortage Goes On
In all Asia-Pacific markets, wealth management providers are experiencing a shortage of talent across many areas of their advisory practice.
This is placing upward pressure on costs and forcing wealth management firms to broaden their recruitment programs and hire staff from

related industries, such as accounting or commercial banking.ls6

Global providers have an advantage in that they can leverage their worldwide resources to alleviate some of these local pressures. For example,
two large European banks are leveraging their training facilities in offshore financial hubs to support other markets."”’ Regional providers
acknowledge that the majority of their foreign-trained advisors will be less experienced in the local market and will require coaching and
mentoring from more experienced advisors. However, it is currently a challenge for wealth management firms to find experienced advisors

who are willing to assume additional responsibilities.

Many providers are deploying support teams to provide an additional level of coaching and management oversight. Well-resourced wealth
management providers, such as DSP Merrill Lynch Limited, are moving to introduce monitoring and auditing software to ensure that their
financial advisors provide a consistently high quality of advice."”® Such providers are also making significant investments in technology to

automate certain activities, such as alert monitoring, to improve productivity so advisors can spend more time on client—facing activities.

Conclusion
To take advantage of the region’s growth potential and respond to these industry forces, wealth management providers should focus on devel-
oping a holistic offering that delivers the best advice and products to their clients “when they need it and where they need it.” In the end, it is

the providers that can act as trusted advisors and establish long—lasting relationships that will win the greatest share of their clients’ business.

15:

Monetary Authority of Singapore, “Developing The Disclosure-based Regime for Singapore’s Capital Markets,” Annual Report 2001/2002

Financial Services Agency, “New Legislative Framework for Investor Protection - Financial Instruments and Exchange Act,” October 10, 2006, Japan

Senator the Hon Nick Sherry, “Regulation of Private Equity: Getting the Balance Right,” Speech to the IBA-LCA Private Equity Conference, April 8, 2008, Australia
Report of the Equity Derivatives and Structured Products Taskforce, June 26, 2006 Singapore
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Capgemini Focus Interview, July 2008
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Technology’s Role in Wealth Management Continues to Evolve

Rapid technology innovation has had a profound and global impact on the wealth management sector. It has empowered HNWIs, providing
them with access to information both about their investments and global markets. Technology has also fueled their expectations for how and
when wealth management firms should provide clients with information and the level of detail it should entail. Technology advancements have
also created opportunities for providers to refresh their client strategies and implement innovative solutions. Yet, despite advancements in tech-
nology, challenges remain for providers, advisors and HN'WIs alike—particularly in Asia-Pacific. For example, providers continue to work on

improving their reporting capabilities to offer their clients more complete information on a more consistent basis.

Integrating Multiple Platforms

In the Asia-Pacific region, many wealth management providers—particularly global firms—are constrained by legacy back-end systems159
appropriated from their global operations that have not been adequately tailored to individual markets. Local and regional providers are also
confronted with system constraints, such as the integration of multiple packaged solutions, and the need to integrate manual solutions with
their existing technology platforms. Overall, the need for a cohesive technology strategy is compounded by the need to manage client accounts
in different countries or within separate legal entities. For instance, providers frequently are unable to automate and consolidate information
from third—party providers or other external sources where clients may have accounts. This forces advisors to undertake repetitive and manual
tasks to create internal and client reports. Indeed, more than one-third of the advisors surveyed this year acknowledge that reporting is a labor-
intensive and time-consuming task that requires extra levels of quality control. New solutions that enable systems integration can reduce

manual intervention and improve advisor productivity as well as client satisfaction.

Moving Toward Holistic Client Reporting
There is an opportunity to improve client reporting within the region. For example, approximately one-third of the advisors surveyed

160

indicated that their clients were not satisfied with the quality of reporting;* their ability to convert accounts into local currency; and the

degree to which they could obtain real-time reporting from internal and external sources. Wealth management providers that are able to

resolve these issues will be able to differentiate themselves in local markets and across the region.

Figure 10. | Asia-Pacific Financial Advisors’ Views on Client Reporting in 2007

0.8% || 8.2% Nswantinore 41.5% 27.5%

customized reports

Client reporting is time-

3.5% I 15:9% consuming for advisors 24.7%
HNWIs want reports
20.2% that include assets from 25.3% l 4.9%
external sources
HNWIs are satisfied with
25.5% reporting quality 20.1% I 2.5%

@ Sstrongly Disagree Disagree Agree @ Sstrongly Agree

Note:  “Neutral” responses are not shown
Source: Capgemini/Merrill Lynch Financial Advisor Survey, April 2008

More than 70.0% of advisors across the Asia-Pacific region noted that HN'WIs want a more holistic approach to wealth management. However,
the demand for an aggregated view varies by market and client type. For instance, 88.0% of advisors in emerging markets consider the aggre-
gation of assets as critical to servicing HNWIs with less than US$10 million—compared with 37.1% of advisors in developing markets and
36.5% in mature markets. In contrast, 39.3% of advisors in mature markets and 39.7% of advisors in developing markets consider the aggrega-
tion of assets as critical to servicing Ultra-HN'WIs—compared with only 6.8% of advisors in emerging markets.'” These ﬁndings indicate that

client expectations vary by market type and that wealth management providers need to develop tailored reporting regimes for each segment.

% Back-end systems refers to a firm’s servers, super-servers, clustered and midrange systems and/or mainframes that provide services to front-end applications running on networked workstations.
The back-end system accepts query requests sent from a front-end application, processes those requests and returns the results to the workstation.

1% Capgemini/Merrill Lynch Financial Advisor Survey, April 2008
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Evidence suggests that providers that have invested in reporting functionality are winning business from their competitors. In fact, one-third
of advisors indicated that improved reporting capabilities have helped them win more business'® and improve the overall client experience.

Moreover, HN'WIs themselves indicated a willingness to change firms if another provider is able to provide clear and aggregated reporting.

Wealth management providers that present complex and detailed information in a simple-to-read format'® and allow their clients to
customize their reports are more likely to improve the client experience. Unfortunately, providers are limited in their ability to deliver truly
holistic services because many HNWIs have their assets with multiple firms and want to be served in multiple geographies.164 As a resul,

some providers are employing manual solutions as an interim step while assessing the implementation of automated solutions.

Using Technology to Improve the Client Experience

Most technology specialists familiar with the industry’s challenges agreed that a wealth management platform should be scalable and flexible
and should seamlessly integrate with back-office systems. One solution for meeting this challenge is Service-Orientated Architecture. SOA

is a business-driven paradigm that injects operational ﬂexibility through a framework of business activities, services, policies, practices and
software. SOA is viable for all types of providers—large and small, regional and global—and can facilitate the real-time presentation of infor-

mation from different jurisdictions and in multiple currencies.

SOA can enable the aggregation of account information (from internal and external sources), thereby reducing the need for manual solutions
and making it possible for advisors to devote more time to value-adding activities. SOA also supports the integration of existing platforms
with client relationship management (CRM) systems to improve marketing (e.g., up-selling or cross-selling) and compliance (e.g., know-your-
customer) activities. In addition, SOA can assist with improving some aspects of the advisor workstation and internal management reporting.
For instance, by having access to a consolidated view of the client’s portfolio, the advisor will be able to quickly identify gaps and recommend

solutions. Such a proactive approach will engender trust and allow the advisor to win business.

Moreover, we expect the next generation of HNWIs to champion emerging technologies that provide real-time investment information and
up—to—the—minute scenario modeling and forecasting. As Internet communities continue to evolve, software that enables knowledge sharing
among groups of like-minded HN'WIs will become more popular (e.g., an online version of TIGER21'® for the next generation). Other
adaptable innovations are emerging in related fields, such as retail banking. Technologies, such as short-message-service (SMS) “alerts,” are

being rolled out and refined in retail banking with an eye toward transposing and finding applicability for them in private banking.

However, before such technology can be widely embraced and implemented as a wealth management solution, a number of variables must
first be considered to identify the most appropriate strategy. Broadly speaking, the decision to “buy” or “build” will depend on a firm's heritage,

client base, target market and service—delivery model.

Figure 11. | Factors Influencing the “Buy” or “Build” Decision

Firm Heritage Target Client Target Market Service Delivery

Buy Boutique Wealth 1. Emerging- 1. Frontier Greater Levels of
(Off-the-Shelf) Management HNWIs 2. Emerging Standardization
Provider 2. HNWIs
Build Universal Wealth 1. HNWIs 1. Developing Greater Levels of
(In-House) Management 2. Ultra-HNWIs 2. Mature Customization
Provider

Source: Capgemini Analysis, July 2008

There are a number Of packaged solutions Currently on the market. The Wealth management industry is developing ata rapid pace, and pack—

aged solutions are a popular option for many of the Asia-Pacific region’s domestic banks as they leverage insights and capabilities from global

€ Capgemini/Merrill Lynch Financial Advisor Survey, April 2008

3 Just over half (52.6%) of the advisors surveyed indicated that current client reports are complex and likely to become even more so over time, according to the Capgemini/Merrill Lynch Financial
Advisor Survey, April 2008

© In the Asia-Pacific region, 81.5% of HNWIs said they want to be served in multiple geographies, Capgemini/Merrill Lynch Financial Advisor Survey, April 2008

 TIGER21 (The Investment Group for Enhancement Returns in the 21st Century) is a peer network co-founded by wealth investors that requires its members to possess in excess of US$10 million
in investable assets. It relies upon candid peer review and knowledge sharing to enhance members’ wealth management tools and strategies.

2
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implementations to accelerate their time to market.' In reality, many providers will utilize a combination of “in-house” and “off-the-shelf”

technology solutions to upgrade their existing platforms and address speciﬁc technology gaps.

An emerging trend within the region is a move toward technology hubs as a means to standardize technology operations and improve respon-
siveness. However, both global and regional wealth management providers are still examining the potential benefits and costs and factoring
in the differing levels of market maturity, variations in regulatory regimes and issues with sharing data across multiple jurisdictions before

making this decision.

Over the next decade, successful wealth management firms will provide HN'WIs with trusted expert advisor teams that have immediate
access to integrated information sources with state-of-the-art reporting (e.g., Internet reporting) and settlement functionality. The advisor
team and their clients will have access to real-time pricing information on a disaggregated as well as an aggregated basis covering onshore and
offshore accounts held by the provider and external parties.167 Finally, technology will support the increasingly complex and customized prod—
ucts that HN'WIs seek.

166 Capgemini focus interview with Dave White, Vice President for Odyssey Financial Technologies Asia, Pacific and Middle-East, July 2008
17 Jan Orton, “In Search of the Perfect Private Bank,” The Wealth Net, May 12, 2008
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Appendix A: Methodology

The 2008 Asia-Pacific Wealth Report focuses on nine core markets: Australia,
China, Hong Kong, India, Indonesia, Japan, Singapore, South Korea and
Taiwan. These markets are specifically highlighted because they account for
89.5% of the entire region’s gross domestic product (GDP), and have an
overwhelming economic and social influence on the Asia-Pacific region. The
market—sizing model includes 18 countries and territories in its Asia-Pacific

coverage.

We have estimated the size and growth of wealth in various regions using the
Capgemini Lorenz model and methodology, which was originally developed
during consulting engagements with Merrill Lynch in the 1980s and forms
the basis of the World Wealth Report and Asia-Pacific Wealth Report today.
It is updated on an annual basis to calculate the high net worth (HN'W)

population and its net financial wealth at a macro level.

The model is built in two stages: first, the estimation of total wealth by market
and, second, the distribution of this wealth across the adult population in that
market. Total wealth levels by market are estimated using national account
statistics from recognized sources, such as the International Monetary Fund
and the World Bank, to identify the total amount of national savings in each
year. These are summed over time and adjusted to arrive at total accumulated
market wealth. As this captures financial assets at book value, an adjustment is
made based on world stock market indexes to allow the final figures to reflect
the market value of the equity portion of HN'WIs wealth. Other adjustments

include accounting for undeclared savings and foreign investments.

Wealth distribution, which differs by market, is based on known relationships
between wealth and income. Data on income distribution is provided by the
World Bank or by countries’ national statistics. We then use the resulting
Lorenz curves to distribute wealth across the adult population in each market.
To arrive at financial wealth as a proportion of total wealth, we have used
statistics from countries with available data to calculate their financial wealth

ﬁgures and extrapolated these ﬁndings to the rest Of the WOI‘Id‘

The financial asset wealth figures we publish include the values of private
equity holdings stated at book value as well as all forms of publicly quoted
equities, bonds, funds and cash deposits. It excludes collectibles, consumables,
consumer durables and real estate used for primary residences. Offshore
investments are theoretically accounted for, but only insofar as markets are
able to make accurate estimates of relative flows of property and investment
in and out of their jurisdictions. We accommodate undeclared savings in the

rep ort.

In response to industry and media requests, in 2005, we revised the
methodology to move from reporting our annual findings at a regional to a
country level. In addition to applying up-to-date annual statistics, we made
adjustments to estimate the number of HN'WIs and their financials more
precisely at a country level. We have continued with this approach in this

year’s report.

This yeat, we continued to enhance our macroeconomic model with increased
analysis of domestic economic factors that influence wealth creation. We have
worked, for example, with colleagues from Capgemini and Merrill Lynch
across the Asia-Pacific region to best account for the impact of domestic, fiscal
and monetary policies over time on HNWI wealth generation.

@® Capgemini
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Given the exchange-rate fluctuations over the past years, especially with
respect to the United States dollar, we specifically assessed the impact of
currency fluctuations on our results. From our analysis, we conclude that
our methodology is robust and that exchange-rate fluctuations do not have a

signiﬁcant impact on our results.

The translation to United States dollars is made using a yearly average
exchange rate. As our model calculates cumulative wealth in United States
dollar terms using a time series of data going back over 100 years, the impact
of a sharp currency appreciation for a year or two has a negligible effect. For
example, our analysis shows that if exchange rates in 2007 had remained at
the same level as in 2006, global HN'WT wealth in 2007 would have been
only 0.2% lower than our reported figure of US$40.7 trillion.

The information contained herein was obtained from various sources;
we do not guarantee its accuracy or completeness nor the accuracy or
completeness of the analysis relating thereto. This research report is
for general circulation and is provided for general information only;
any party relying on the contents hereof does so at its own risk.

We thank the following people for helping to compile this report:

Steven Ahn, Michael Angelicola, Aude Dassier and Daniel Shani
from the Strategic Research Group, for researching, compiling and
writing the market-sizing, economic review and asset allocation
findings and providing in-depth analysis and fact-checking to ensure
the integrity and objectivity of this report.

Wayne Li from Capgemini, for his overall leadership of this year’s
report. Alex Hoult, Peter Yeung, Sunny D’Souza, Delzad Dubash,
Benny Liu, Lani Stephens and Trevor Williams for providing subject
matter expertise and for developing this year’s Spotlight and
Sidebar topics.

William Sullivan and lleana van der Linde from Capgemini’s Wealth
Management Centre of Excellence and Practice, and Gregory Smith,
for providing their industry knowledge and guidance.

Sameer Aurora, Tho Gea Hong, Takayuki Inoue, Mona Kwatra, Vicki
Kwong, Rahul Malhotra, Jane Mang, Danielle Mapes, Selena Morris,
Prakash Muthukrishnan, Tricia Nestfield, Michael O’Looney, Hideki
Sakuma, Justin Tan, Phoenney Wang and Sunny Wong from Merrill
Lynch, for providing industry perspective and research to ensure
development of topical issues currently being addressed in the
Financial Services industry; Naveen Agarwal, Debbie Chin, Pradeep
Dokania, Malcolm Harrow, Kong Eng Huat, Francis Liu, Peter Opie,
Harry Tan, Victor Tan and Hiroyuki Yamamura from Merrill Lynch, for
providing expert advice on current trends.

We also thank the hundreds of financial advisors and regional
experts from Capgemini, Merrill Lynch and other institutions who
participated in surveys and interviews to validate findings and add
depth to our analysis.

Finally, we extend thanks to ANZ Private Bank, Odyssey Financial
Technologies, Westpac Private Bank and other firms that gave us
insights into the wealth management industry in the Asia-Pacific
region.
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