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About SAIF and Charles Schwab

About SAIF

The Shanghai Advanced Institute of Finance (SAIF) was established at Shanghai
Jiaotong University in 2009, with strategic and financial support from the Shanghai
Municipal Government. As a member of Shanghai’s financial community, it strives to
contribute to the development of Shanghai as a global financial center. SAIF’s mission
is to become a world class institution of research and advanced learning in finance and
management. SAIF is committed to developing top talent and cutting-edge knowledge,
with a focus on Chinese markets and their global connections.

About Charles Schwab

The Charles Schwab Corporation (NYSE: SCHW) is a leading provider of financial
services, with more than 360 offices and 12.0 million active brokerage accounts, 1.7
million corporate retirement plan participants, 1.3 million banking accounts, and
$3.70 trillion in client assets as of June 30, 2019. Through its operating subsidiaries,
the company provides a full range of wealth management, securities brokerage,
banking, money management, custody, and financial advisory services to individual
investors and independent investment advisors.
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Foreword

02

/.

Financial well-being is the cornerstone of a strong, prosperous
economy. As China continues to march towards a new era of
socio-economic development, the ability of its citizens to
achieve their financial hopes and aspirations is an essential
part of this financial well-being. The rising affluent - an
emerging powerhouse of the economy driven by both dreams
of wealth and growing financial pressure — are the best
representatives of this march. Their current financial decisions
will have a profound effect on not only their own futures, but
also the future development of China and its economy.

With this in mind, Charles Schwab and SAIF began studying
this influential group of people within the economy to better
understand their investment behavior. In 2017, we jointly
produced the first annual Rising Affluent Financial Well-Being
Index. This year, the index expanded to analyze how the rising
affluent in Tier 3 cities approach their finances in comparison
with Tier 1 and 2 cities. Our findings present a broad range of
significant themes. There is a notable and indeed increasing
fidelity to traditional forms of investment, with real estate
front and center. The trend contrasts to conventional
economic history, where economic development has often
produced financialization - a more pronounced emphasis on
financial products and services. At the same time, a growing
preference among the rising affluent towards digital financial
services may offer a pathway for the future of the financial
services industry in China.

We hope that our index can continue to serve as a roadmap
for a better understanding of the drivers behind the
investment behavior of the rising affluent. In turn, we hope the
Rising Affluent Financial Well-Being Index can heighten
awareness of the financial services industry's ability to support
the continued success of both this group of modern investors
and China itself.

(o 1K | dud

WU Fei Lisa Kidd Hunt
Professor Executive Vice President, International
Shanghai Advanced Institute of Finance Services and Business Initiatives

Charles Schwab & Co., Inc.



The SAIF-Schwab China Rising Affluent Financial Well-Being
Index aims to track shifting perceptions among the people who
are driving China’s economic future. The 2019 Index is based on
a third annual survey into this important powerhouse of the
Chinese and global economy.

* Respondent criteria:
Personal annual income: between RMB 125,000 - 1 million
Investable assets: less than RMB 7 million (or equivalent to USD 1 million)

» People and cities surveyed: 3,815 people

Tier 1: 1,736
Shanghai, Beijing, Guangzhou, Shenzhen

Tier 2: 1,272
Chengdu, Hangzhou, Dalian, Xiamen, Chongging, Wuhan

Tier 3: 807
Nantong, Shijiazhuang, Zhongshan, Kunming, Xiangyang

* Survey field dates:
May 8-27, 2019

The China Rising Affluent Financial Well-Being Index evaluates
the overall financial well-being of modern Chinese investors
through a rigorous survey examining four sub-indices of financial
behavior and attitudes. Survey respondents were asked a total of
65 core questions related to these sub-indices:

Confidence Satisfaction towards personal financial status,
sense of personal financial growth prospects, and
sentiments towards financial concerns.

P[anning Having and routinely reviewing a financial plan,
setting timelines for financial goals, and possibility
of achieving financial goals.

Management Having a sense of risk, attitudes towards portfolio
management, and sensitivity towards fees.

Engagement Diversity of financial services used, engagement
with professional financial advisors, and sensibility
regarding digital financial advisory platforms.

Introduction
to the Index

Methodology
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2019 CHINA RISING AFFLUENT FINANCIAL WELL-BEING INDEX

Overall, the financial well-being index of China’s
rising affluent have remained steady over the past
three years

Financial well-being index

2017 2018 2019

Confidence Planning Management Engagement

71.32

75.41
6310 68.85 69.88 71.31
49.37 48.35

2017 2018 2019 2017 2018 2019 2017 2018 2019 2017 2018 2019
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1

Amidst global economic
headwinds, China’s rising
affluent draw confidence
from their savings and
income, more than their
financial investments

3

Children’s education
continues to be a top financial
goal, but investment in
children’s education is lagging
behind other investment
priorities in Tier 3 cities

o

Rising affluent investors
perceive themselves as
increasingly ‘careful’,
contradicting evidence of
their risky financial behaviors

2019 CHINA RISING AFFLUENT FINANCIAL WELL-BEING INDEX

Headline
observations

2

Real estate continues to
grow as the preferred
asset class, while the use
of other financial products
has declined

4

Financial literacy in Tier 2
and Tier 3 cities is low,
undermining the potential
for long-term financial
satisfaction

6

Digital services are
increasingly the method of
choice for China’s rising
affluent to manage their
finances
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2019 CHINA RISING AFFLUENT FINANCIAL WELL-BEING INDEX: OBSERVATION 1

Amidst global economic headwinds, China’s rising
affluent draw confidence from their savings and
income, more than their financial investments

Across the three years of study, confidence is the only area that has remained consistent.
In 2019, the rising affluent have a confidence score of 69.88, an increase of 1.03 from 2018

and 1.78 from 2017.

Confidence remains steady
over the three years

68.10

2017

2018

2019

In light of headwinds in the global economy, where we
see slowing overall growth, the vast majority of the
rising affluent remain satisfied with their finances and
confident in their financial well-being.

85%

of China’s rising affluent
feel satisfied about their
personal financial status

88%

of the rising affluent are
confident in their family’s
short-term (2-5 years)
financial well-being

78%

of China’s rising affluent
feel financially prepared
for their financial goals

86%

of the rising affluent are
confident in their family’s
long-term (5-10 years)
financial well-being
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2019 CHINA RISING AFFLUENT FINANCIAL WELL-BEING INDEX: OBSERVATION 1

When asked about the reasons for their confidence, the rising affluent most frequently
pointed to stable family income and good career prospects. A positive economic outlook for

China was also a common response.

Reasons for short-term confidence in family financial well-being (2-5 years)

.ulﬂ. Tier 1

1 56%

Stable family income

y) 48%

Good career prospects

3 42%

Health insurance for parents

4 40%

Personal health insurance

- 38%

Good economic development

Tier 2

58%

Stable family income

45%

Good career prospects

37%

Personal health insurance

36%

Good economic development

34%

Good family financial plan

Tier 3

47%

Stable family income

41%

Good career prospects

28%

Good family financial plan

27%

Sufficient family savings

23%

Onshore and offshore investments

Reasons for long-term confidence in family financial well-being (5-10 years)

Jﬂﬂ, Tier 1

1 41%

Increased household income

2 38%

Good career prospects

3 35%

Healthy family members

4 34%

Balanced living expenses

5 31%

Stable family relations

Tier 2

39%

Increased household income

36%

Balanced living expenses

36%

Healthy family members

34%

Good career prospects

31%

Stable family relations

Tier 3

31%

Increased household income

30%

Good career prospects

30%

Stable family relations

30%

Healthy family members

28%

Achievable investment objectives
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2019 CHINA RISING AFFLUENT FINANCIAL WELL-BEING INDEX: OBSERVATION 1

Further underpinning this confidence, 90% of the rising affluent state that they save and
invest regularly, with 55% of their monthly income dedicated to such activities. However,
savings-related activities — such as holding cash or fixed term deposits - predominate over
financial investments, with 68% indicating that they have fixed term deposits.

Average income and savings rate by tier

Average personal - Rising affluent who . Proportion of monthly
income after tax . save and invest regularly . income dedicated to
i - savings and investment

Total  ¥18,281 90% 55%

Tierl  ¥19667
Ter2  ¥16,960
Ter3  ¥15722

At the same time, less than a third of respondents stated that they hold investment
products such as stocks, where returns have become less consistent against the backdrop
of volatility in financial markets. This finding indicates that the rising affluent see savings
as a source of resilience amidst rising uncertainty in global markets, helping them to
remain confident in their financial well-being.

Financial products currently held by the rising affluent © Totat @ Tier1 @ Tier2 ® Tier3
73%
68% 1% oo G4y 68% 65% O 67%

46% 47% 46% ., -
29% 9%
I I I I I I T

Fixed term deposits Bank wealth Fintech products Stocks
management products
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2019 CHINA RISING AFFLUENT FINANCIAL WELL-BEING INDEX: OBSERVATION 2

| Observation2

Real estate continues to grow as the preferred
asset class, while the use of other
financial products has declined

Conventional wisdom states that real estate is one of the most important factors
influencing Chinese people’s financial well-being. Our survey revealed that its importance
is only increasing.

Nearly all respondents stated that they have real estate

Total Tier 1 Tier 2 Tier 3

94> 93 95* 08"

Between 2018 and 2019, the rising affluent have shifted their investment preferences
towards real estate. In 2018, 36% indicated a preference for financial products - this fell to
just 9% in the 2019 survey. At the same time, there was an increase in preference for real
estate over financial products by 8 points, from 19% in 2018 to 27% in 2019.

Changes in investment preference ® 2018 e 2019
53%
36% A% .
o 27%
19% ° oy 199,
l - 9% 4%
Prefer real estate Prefer financial products Same preference Not sure
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2019 CHINA RISING AFFLUENT FINANCIAL WELL-BEING INDEX: OBSERVATION 2

This preference for real estate is supported by its increasing importance in the rising
affluent’s financial portfolios. Whereas in 2017 the average proportion of assets allocated
to real estate was 20%, in 2019 it has grown to 33%. In addition, a further 45% of the rising
affluent who are considering changing their financial plans state that they will increase the
amount of real estate in their portfolios.

In line with the growing importance of real estate, utilization rates for investment products,
such as stocks and bonds, are very low. Even in Tier 1 cities, where the financial industry is
more advanced, stocks are only 9% of the average rising affluent portfolio, with bonds
accounting for just 3%.

Proportion of real estate in financial portfolios continues to increase

Financial portfolios by tier

Real estate Cash . Fixed term deposits | Stocks | Bonds

Total 33% 32% 26% 8% 2%

Tier [

Tier2  [INEE E

Ters  INESEEN | %
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2079 CHINA RISING AFFLUENT FINANCIAL WELL-BEING INDEX: OBSERVATION 2

These findings suggest that as the global market signals
growing uncertainty, the rising affluent increasingly view
real estate as a reliable investment, capable of preserving
their current status while offering steady returns.

Reasons for investing in real estate

o0 000
57°%
o0 000
feel that real estate preserves
value better than other investments

0000 46%

o000
think that properties can be rented
out for additional income

1t 407

believe that housing price will rise
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2019 CHINA RISING AFFLUENT FINANCIAL WELL-BEING INDEX: OBSERVATION 3

Children’s education continues to be a top
financial goal, but investment in children’s
education is lagging behind other investment
priorities in Tier 3 cities

Overall financial goals have remained steady over the three years of our index. In addition

to real estate, the rising affluent want to save for emergencies, prepare for retirement,
support their elderly parents, and provide their children with a good education.

Financial goals for the rising affluent have not changed significantly
over the last three years

2017 2018 2019
1 Money for emergencies Money for emergencies Children's education
2 Luxury spending Luxury spending Money for emergencies
3 Children's education Retirement preparation Support for elderly parents
4 Retirement preparation Children's education Retirement preparation
5 Real estate for investment Money to start business Real estate for investment

However, disparity emerges when examining the financial goals of people in different city
tiers. In Tier 1 and 2 cities, children’s education is the most important financial goal. In Tier
3 cities, itis fourth. Although the overall percentage remains high, the rising affluent in Tier
3 cities are significantly less focused on education than their counterparts in Tier 1, trailing
by 20 points.

12



2019 CHINA RISING AFFLUENT FINANCIAL WELL-BEING INDEX: OBSERVATION 3

Rising affluent’s top financial goals by tier

M Tier 1

56%

Children's education

46%

Money for emergencies

38%

Support for elderly parents

34%

Retirement preparation

32%

Luxury spending

Tier 2

47%

Children's education

45%

Money for emergencies

39%

Real estate for investment

33%

Preparation for retirement

32%

Luxury spending

Tier 3

43%

Luxury spending

42%

Money for emergencies

41%

Money to start business

36%

Children's education

33%

Money for children’s future

Larger differentials are displayed when asking about financial concerns. For respondents in
Tier 3 cities, children’s education is at number 10. This contrasts with Tier 1, where it is the

top concern, and Tier 2, where it is fifth.

Rising affluent’s top financial concerns by tier

N 0N

,LIM, Tier 1

Children's education fund
Personal development
Rising medical expense
Stable household income

Long-term economic growth

Tier 2

Stable household income
Personal development
Work and life balance
Long-term economic growth

Children's education fund

Tier 3

Long-term economic growth
Stable household income
Work and life balance
Personal development

Rising medical expense
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2019 CHINA RISING AFFLUENT FINANCIAL WELL-BEING INDEX: OBSERVATION 3

Within Tier 1, those on lower incomes are most concerned about financing their children’s
education. While the fixed cost of education will produce more pressure for those with
more limited finances, the implication is that education remains essential even when it
produces significant strain.

64% of Tier 1 rising affluent indicated that they |i| |i| |i| 'i' = |i|
are concerned about children’s education fund.

Those in Tier 1 cities with lower income ...s0 are those who have lower liquid
are more concerned about children’s assets.
education...
RMB 30,000+ Above RMB 1,000,000
RMB 15,000-30,000 RMB 500,000-1,000,000
RMB 9,000-15,000 Below RMB 500,000

13 19
38* 25*
49" 56"

Our study suggests that education is increasingly seen as a benchmark of a family’s
financial future. In Tier 1 cities, education has often been the main engine of social mobility.
The rising affluent in Tier 1 cities believe that their children must also receive advanced
education to maintain or enhance their standards of living.

In Tier 3 cities, where upward social mobility has been less dependent on attending
university, there is less emphasis on education as a means of maintaining or enhancing
current living standards. Tier 2 sits in between the two poles.

The finding also shows that the Chinese rising affluent think about investment in a different
way to their international peers. In China, instead of ‘financialization’ - the transition away
from more traditional investments such as education and real estate towards products
including stocks and bonds - the rising affluent are showing increasing fidelity towards
traditional methods of increasing their wealth.

14



2019 CHINA RISING AFFLUENT FINANCIAL WELL-BEING INDEX: OBSERVATION 4

Financial literacy in Tier 2 and Tier 3 cities is low,
undermining their potential for long-term
financial satisfaction

Previous studies have suggested that financial literacy is a core component of financial
satisfaction. In Tier 2 and 3 cities, the rising affluent have higher financial satisfaction, and
are more confident in their short-term and long-term financial well-being.

Rising affluent’s financial satisfaction by tier

Tier 1 Tier 2 Tier 3
;iéossgf:iir?:nvggl] status 83% 87% 89%
Feel financially prepared 7 5% 78% 88%

Rising affluent’s confidence in financial well-being by tier

Tier 1 Tier 2 Tier 3
Short-term (2-5 years) confidence % % %
in family financial well-being 83 93 96
Long-term (5-10 years) confidence % % %
in family financial well-being 82 91 93
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2019 CHINA RISING AFFLUENT FINANCIAL WELL-BEING INDEX: OBSERVATION 4

However, for the rising affluent, especially those in Tier 2 and 3 cities, financial literacy is
not a main source of their confidence. This is reflected in lower financial planning scores
and lower usage of financial services.

Since 2017 there have been year-on-year falls in the planning index. In 2019, the fall in the
national score can be attributed to the introduction of data from Tier 3 cities and significant
falls in the planning scores for Chongqing, Xiamen and Dalian.

Planning sub-index score has consistently declined over the last three years

2017 2018 2019

Changes in the planning sub-index between 2017 and 2019 by tier

Tier 1 Tier 2 Tier 3

: ¢

40.84 TN

2912 ® 27.26
2017 2018 2019 2017 2018 2019 2019

16



2079 CHINA RISING AFFLUENT FINANCIAL WELL-BEING INDEX: OBSERVATION 4

At the same time, there is a significant disparity between the usage of financial services of
respondents in Tier 1 cities and those from Tier 2 and Tier 3 cities. Respondents in Tier 1
cities list personal and parental health insurance as ways to maintain their short-term
confidence, whereas Tier 3 respondents were more likely to rely on family savings and
family financial plans. Tier 2 respondents were in the middle, with insurance and family
savings both appearing among the top answers.

Reasons for short-term confidence in family financial well-being (2-5 years)

,ulﬂ. Tier 1 Tier 2 Tier 3

1 Stable family income Stable family income Stable family income

2 Good career prospects Good career prospects Good career prospects

3 Health insurance for parents Personal health insurance Good family financial plan

4 Personal health insurance Good economic development Sufficient family savings

5 Good economic development Good family financial plan Onshore and offshore investments

While higher financial literacy and a more developed financial services market is prompting
the rising affluent in Tier 1 cities to employ service providers to help support their
long-term security, Tier 3 respondents remain reliant on themselves.

Improved financial planning and strengthened financial knowledge can ensure that the
rising affluent in Tier 2 and 3 cities have a stronger foundation for their optimism.

17



2019 CHINA RISING AFFLUENT FINANCIAL WELL-BEING INDEX: OBSERVATION &

Rising affluent investors perceive
themselves as increasingly ‘careful’,
contradicting evidence of their risky
financial behaviors

A relatively poor understanding of risk is leading the rising affluent
to make financial decisions that are riskier than they intend.

Our survey found that over 65% of the rising affluent consider
themselves to be conservative or steady investors. Yet this
self-perception is belied by data which indicates that these
respondents do not allocate assets within their portfolios
differently to respondents who consider themselves aggressive.

Type of investor by tier
Conservative
Total 21%

Tier 1

Tier 3

Steady

44%

Progressive

18%

Tier 2

Aggressive

9%

Not sure

8%

9%

8%

H H B

%
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2079 CHINA RISING AFFLUENT FINANCIAL WELL-BEING INDEX: OBSERVATION 5

Financial portfolio by investor type

Conservative Steady Progressive Aggressive
Real estate 25% 20% 27% 27%
Cash 21% 18% 17% 21%
Bank wealth management products 19% 16% 15% 14%
Fixed term deposits 17% 15% 1% 10%
Fintech products (i.e. P2P) 7% 11% 8% 6%
Funds 5% 8% 7% 5%
Stocks 3% 5% 8% 6%
Foreign investments 2% 4% 6% 9%
Bonds 1% 2% 2% 1%
Trusts 0% 0% 0% 0%

19



2019 CHINA RISING AFFLUENT FINANCIAL WELL-BEING INDEX: OBSERVATION 5

Poor understanding of how to manage risks further contradicts self-perceptions of
prudence. When asked how they would respond to a 10% appreciation in stock value, 67%
indicated that they would buy increased amounts of the same stock. A more conventional
conservative investment strategy might see them hold on through market gyrations or sell
as part of portfolio rebalancing.

Portfolio balancing if stocks gain 10%

~ ~
67” 17% 16”

Sell this product and

Buy more Do nothing invest in other products

Our survey also found that some respondents have likely made investment beyond what
would be expected of their risk profile.

32* 16%
of respondents expect a ROI of of respondents expect to

between 10 and 20% for 2019 lose more than 10%

This poor understanding is further reflected in their current financial plans.

57% 49"

of the rising affluent think that risk of respondents who stated that they have
consideration should be included in a a financial plan did not include risk
financial plan consideration as a component

Modern financial planning could improve understanding of risk and better support the rising
affluent to achieve their overall financial goals.

20



2019 CHINA RISING AFFLUENT FINANCIAL WELL-BEING INDEX: OBSERVATION 6

Digital services are increasingly the method of choice
for China’s rising affluent to manage their finances

The rising affluent are increasingly looking to digital tools and services to manage their
finances. Our survey shows that most digital channels have higher usage rates than offline
channels. While offline channels remain important, their overall usage has declined across the
three years of our survey.

Changes in methods of financial management

Digital channels 93% 83% 86%

Mobile banking app

Online banking

Internet investment and financial platform

Offline channels 81% 81% 71%
Professional financial management consultant 38% 44% 30%
Bank branch / counter 34% 27% 29%
Bank self-service machine 26% 20% 25%

At the same time, usage of both digital and offline financial advisory services remains low.
Across the three city tiers, 60% of the rising affluent state they do not seek professional advice.

O/ ofrising affluent o
do not seek professional financial advice. lnl w w lnl w w

21



2019 CHINA RISING AFFLUENT FINANCIAL WELL-BEING INDEX: OBSERVATION 6

Our study shows that the primary reason for this is a belief that their investment capital
does not reach the threshold necessary for use of a financial advisor. In addition, 21% of the
respondents indicated that they do not want others to know about their financial status. In
Tier 3 cities, concern about the reputation of financial advisors is a major disincentive to
seek advice.

Reasons for not engaging with financial advisors

think that they do not need el that thev d do not want
consultation as their efht att_eyd t?] nOthleEt others to know their
investment is small € required thresho financial situation

However, those who do use financial advisors are overwhelmingly positive. This finding
suggests that there is a major gap between a rising affluent who are eager to improve the
quality of their investments and the ability of financial advisors to reach them.

Rising affluent’s satisfaction towards financial advisors

@ Contribution of financial advisor ® Credibility of financial advisor
91% 599 89% g9, 92% 99, 3% 939%
Total Tier 1 Tier 2 Tier 3

22



2079 CHINA RISING AFFLUENT FINANCIAL WELL-BEING INDEX: OBSERVATION 6

These findings suggest that financial advisory services seem to be underserving a key target
demographic, while usage of digital services among this demographic is increasing. This
leaves a significant opportunity for digital portfolio advice and financial planning tools in
China. Expansion of digital services could serve as a pathway for improving the financial
management and well-being of the rising affluent.

Reasons for engaging with financial advisors

50" 47 45"

Financial advisors can With the help of financial Investment and financial
provide professional advisors, | can achieve my advisors can help me save
investment recommendations financial goals faster time and improve efficiency

Factors that contribute to rising affluent’s confidence in financial advisors

51% 46" 38"

Can develop a full range of Tailor advice to my actual investment Demonstrate a good track
financial solutions according situation, and recommend suitable record and experience of
to my investment objectives financial products providing investment advice

23



Appendix |

Factors comprising index score

2019 Rising Affluent Financial Well-Being Index Score: 65.96

"
@ Confidence 69.88 Planning 36.76

gggﬁi?gfigtgtﬁgh personal (1) Having a financial plan ()
Degree of financial impacts on S : .
the various concerned issues e Reviewing financial plan o
Financial preparation for ) Having a specific timeline o
various concerned issues for financial goals

Sentiments towards personal o Possibility of achieving the )
financial growth prospects financial goals

p{é} Management 39.21 ;;')F Engagement 71.32

Havi f risk Diversity of accessed

aving a sense orris 0 financial service e
Having a precise portfolio e Contribution of financial ()
management strategy advisor/institution

Sensitivity towards e Credibility of financial o

investment management fees advisor/institution

0 Contribution of financial 0

Reviewing return of investment digital platform

Credibility of financial (1)
digital platform
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Appendix ||

Financial well-being and sub-index scores by tier

Tier 1 rising affluent financial well-being index and sub-index scores

@® Financial well-being index ® Confidence ® Planning ©® Management ©® Engagement
67.20 35 10 7004 66.79 66 60 7 69.89 66 69 /¥
49.76 48.04
I I i I ] i I I I i i I
2017 2018 2019

Tier 2 rising affluent financial well-being index and sub-index scores

@ Financial well-being index ® Confidence ® Planning ©® Management © Engagement
77.10
72.85 71.17 70 01
69.20 67 17 68.86 64.13 69.39

48. 90 48 69 —0

40.61 42.27 38.03
I I I I B I

2017 2018 2019

Tier 3 rising affluent financial well-being index and B

. 73.47
sub-index scores 68.59

® Financial well-being index ® Confidence 38.85
® Planning ©® Management 27.26
©® Engagement

2019
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