
1. Economic and Financial Background

	Key Indicators*
	2007
	2006
	2005
	2004

	Population (million)
	189
	187
	184
	180

	GDP (US$ billion)
	1,262
	1,067
	883
	664

	Real GDP growth
	4.50%
	3.70%
	2.94%
	5.71%

	GDP per capita (US$ thousands)
	6.7
	5.7
	4.8
	3.6

	Inflation rate
	3.70%
	4.50%
	6.60%
	5.15%

	Unemployment rate
	10.10%
	10.40%
	9.40%
	12.20%

	Stock market capitalization (US$ billion)
	1,053
	594
	367
	215

	Number of Companies
	375
	495
	353
	361

	Saving deposit (US$ billion)
	105.76
	71.95
	67.68
	47.29

	Time deposit (US$ billion)
	151.69
	133.66
	93.32
	53.54

	Trade Balance (US$ billion)
	12.9

(Jan-Apr/07)
	46.5
	44.75
	33.67

	Total International Reserves (US$ billion)
	136.42
	62.67
	59.84
	52.935

	
	(Jun/07)
	(Jun/06)
	(Jun/05)
	(May/04)

	Exchange Rate (R$/US$)
	1.9254
	2.1635
	2.3504
	3.1075

	
	(Jun/07)
	(Jun/06)
	(Jun/05)
	(Jun/04)

	Net Public Sector Debt (as % of GDP)
	0.4428
	0.4730
	0.5090
	0.5280

	
	(Jun/07)
	(Jun/06)
	(Jun/05)
	(Jun/04)


*Last data available or Projections for end of 2007.
2. Data on funds under management and portfolios
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3. Key trends in flows and asset under management
· Brazil’s move upstairs on the “Global Ranking”: The Asset Management industry accelerated its growth momentum, exceeding the historical mark of R$ 1 trillion (equivalent to US$ 500 billion) on the first semester of 2007 (may). Before that mark, at the end of the first quarter of 2007, Brazil got to 10th among the biggest fund managers in the world (IIFA statistics). As a reminder: (i) until the second quarter of 2005, we were the 13th;, (ii) after that, the 12th between the third quarter of 2005 and the end of 2006, (iii) 11th since the first quarter of 2006, and (iv) finally, one year after, we got to 10th;
· Net Sales and performance: The total AUM, which came to US$ 383.10 billion in June 2006, amounted to US$ 529.30 billion in June 2007, an increase of 38% (dollar term);
· Main changes in investment profile: Multimarket funds
 and Equity funds are the highlights of the funding and return in the period. With the continuing downward movement in local interest rates and the growth of the Brazilian capital markets, investors are gradually moving a significant part of their investments in fixed income towards products with this profile.

4. Regulatory and self-regulatory developments (including tax aspects)
4.1. Regulatory
· Review of the investment funds’ regulatory framework: In 2006 and 2007, the CVM (industry regulator) organized three important public hearings which were of great importance to the industry. The highlights thereof were the following:

· Transactions abroad and credit limits: Instruction No. 409/2004 – regulation of the investment funds in Brazil – underwent a wide-ranging inspection process at a public hearing initiated in June 2006. The issue was widely debated, dealing with two main themes: (i) authorization for CIS to allocate part of their portfolio abroad; and (ii) definition of stricter limits concerning private sector allocation (i.e., bonds or any type of asset or transaction which issuer or credit risk counterpart is a private company or bank). This resulted in the rules being revised in May 2007 to allow CIS to allocate resources of 10% to 20% of the NAV abroad, according to the type of fund. In terms of the allocation limits for private bonds/assets, stricter rules were defined with new warnings and specific terms;

· Suitability rule: In May 2007, the CVM proposed a Suitability regulation for the Brazilian market at a public hearing which imposes the obligation to adopt such procedures to all investors, in a wide-ranging, immediate and unrestricted way. ANBID then proposed an alternative timetable which takes into account specific procedures and different periods in line with market segmentation, to be undertaken through a self-regulatory process. The new regulation has still not been published but the regulator appeared favorable to ANBID’s proposal;
· Funds authorized to invest up to 100% of the NAV abroad: In May 2007, the CVM also proposed a new regulation on the possibility of CIS - with initial minimum investments of R$ 1 million (approximately US$ 500 thousand) - allocating up to 100% of their NAV abroad. This new rule has also not yet been published.

5. Self-Regulatory
5.1. Funds
· Register of funds in ANBID’s database: As of this year, the self-regulatory code formally disciplined the rules governing the registration of CIS in ANBID’s database, also imposing more rigid timeframes than before. Should members fail to obey these rules and timeframes, they also become subject to fines;
· Creation of a specific classification for Long and Short equity funds: These CIS now have a specific ANBID class and are subject to the same rules governing the portfolio composition. Total funds in this category amount add up to more than R$ 8 billion (US$ 4 billion);

· Creation of filters to check adherence to the type and mandate: The self-regulation introduced a weekly monitoring of the funds’ industry through statistical filters which jointly analyze the performance and volatility of the CIS compared with their peers in the same class.  The funds chosen by the filter are checked by ANBID´s technical area, which verifies their correct classification and whether their assets are being properly marked to market. Depending on the results, the type of fund may be simply reclassified, upon the imposition of a fine, or a self-regulatory disciplinary process against the institution may be filed, possibly resulting on penalties being imposed as a result thereof;
· Creation of a “Publicity Tool”: ANBID developed a tool, available on the ANBID Home Page, at no cost, to help investment companies concerning CIS advertising. It is a simple interactive way of identifying the requirements and rules relating to advertising and disclosure of the technical material of funds, such as leaflets, announcements and television advertising;
· Self-Regulation Enforcement: The following table presents the self-regulatory penalties imposed on investment funds in the period, in line with the main issues covered by the Funds’ Self-Regulatory Code.
	Enforcement
	Prospectus
	MTM
	Advertising
	ABS funds
	Mandate
	Fail on database delivery
	Total

	Letter
	18
	22
	11
	12
	14
	n.a.
	77

	Fines
	92
	n.a.
	4
	1
	n.a.
	110
	207

	Self regulatory process
	0
	0
	1
	0
	8
	0
	9
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5.2. Private Banking

· Adherence to the Private Banking Self-Regulatory Code: One year after the launch, 21 institutions have joined ANBID’s Self-Regulation Code to Private Banking Activities.
5.3. Custody

· Control of assets and liabilities and accounting: Since August 2006, the Qualified Services’ Code – which covers activities related to custody and services to the capital markets - also began covering the services of control of assets and liabilities and accounting.

5.4. Licensing
· CPA 10 (retail investors) and CPA 20 (qualified investors) licensing: From June 2006 to June 2007, 61,205 tests were made for the CPA 10 and 6,824 for the CPA 20 certificates. Of this total, 36,319 professionals obtained the CPA 10 certificate and 3,576 the CPA 20. Combining these figures with the certifications made by ANBID since 2002, the results in a grand total adding up to 74,700 certified professionals;
· CFP licensing: As a member of FPSB – Financial Planning Standards Board, ANBID has been responsible for the CFP – Certified Financial Planner certification in Brazil since 2006. It organized the 3rd and 4th exams from June 2006 to June 2007. There are now 189 certified professionals in Brazil.

6. Product Development
· ANBID’s proposal to the regulator on providing simplified controls to pension funds investments in CIS: The proposal has two main points: (i) the creation of CIS specifically for pension funds which, providing certain rules are observed, give pension funds a waiver from sending detailed information of the fund portfolio to the regulators; and (ii) permission for up to 3% of the pension funds assets to be invested in multimarket funds (Brazilian hedge funds) which employ leverage mechanisms, as well as short and day trading.
7. Other major issues and developments
7.1. Education
· Investors - Launch of student guide: In July 2006, ANBID launched an Investment Guide aimed at university students, which explains what CIS are and provides information on personal finance for young people. ANBID sponsored a first edition of 10,000 copies which were distributed free of charge at events and in universities. As a condition for the free distribution of the guide in universities, lessons and lectures were to be held on the subject;
· Portfolio management - MBA ANBID/IBMEC: ANBID and the IBMEC business school (Instituto Brasileiro de Mercado de Capitais) launched the first MBA course in Portfolio Management in 2007. It is directed at investment analysts and investment product managers. The course involves 546 hours/lessons. 

7.2. Industry events
· 4th ANBID Investments Funds Congress - “Going International”: The event took place on the 30th and 31st of May 2007. The Investment Funds Industry’s Biannual Forum discusses the transformation and new perspectives for the national funds’ industry. This year’s main subject was “Going International”.  This edition had 54% more attendees that the Congress’s last venue (650 opposed to 420);

· LATAM Hedge Funds Conference 2006 – Conference held in Geneva and endorsed by ANBID, which presented an overview of the Latin American investment funds’ industry, focusing almost entirely on Brazilian funds. It was attended by 140 investors from 19 countries and concentrated on private banking clients, family offices and fund of fund managers;
· Meeting of the Ibero-American Federation in Buenos Aires: Inaugural meeting of the Federation held in Buenos Aires, Argentina. The meeting approved: (i) the Federation’s by-laws and governance regulations; (ii) the composition of the Executive Committee (Argentina, Brazil, Chile, Costa Rica, Spain and Mexico); (iii) established the working agenda of the committees for 2007/2008; and (iv) next venue’s location - 2008 meeting will take place in Costa Rica;
· “B.E.S.T. – Brazil: Excellence in Securities Transactions”: Road shows about the local financial market, advertising the capability of the Brazilian services’ structure. Hong Kong (80 participants); Singapore (90 participants); London (160 participants); Frankfurt (50 participants); New York (400 participants) and San Francisco (80 participants);
· First ANBID Corporate Finances Seminar: On 2006, August 31, ANBID held its First Corporate Finances Seminar at the Unique Hotel in São Paulo. The event was the first in the country to present Corporate Finances from a practical point of view. About 300 people attended this event, which proved to be a great success;
· Third ANBID Capital Markets’ Seminar: on the 31st of November 2006, ANBID proposed to debate ways in which the Capital Markets could become an increasingly important instrument for the country’s development. The event had an audience of 200 people;
· First ANBID International Private Banking Seminar: Held on the 26th of October 2006, its objectives were to bring information and to debate on international experiences and other themes related to Private Banking, such as market trends and regulation, clients, services, perspectives to the evolution of the macro-environment and scenarios concerning Brazilian upgrade to Investment Grade condition. This first edition gathered 300 participants;
· 4th ANBID Legal Seminar: The event took place on the 30th of August 2007. The main issues discussed in the Seminar were the oncoming tendencies regarding Brazilian securities regulation and self-regulation rules, as well as the Brazilian current institutional environment pertaining to the market sector. This Seminar's edition had approx. 250 attendees, as opposed to last year's venue, when we had circa 150 people in the event;
· Celebration of ANBID’s 40th anniversary: The Association’s anniversary was celebrated with two events – a lunch ceremony held on May 7, 2007 attended by circa 500 guests, and a cocktail on May 31, with circa 600 guests.
8. Statistical summary
Table 1 – FUNDS (AUM)
	Period
	R$ million
	US$ million
	Number of funds
	Exchange rate

	1994
	46,021.74
	54,399.22
	896
	0.846

	1995
	61,886.65
	63,636.66
	1,033
	0.9725

	1996
	115,907.96
	111,514.30
	1,301
	1.0394

	1997
	128,825.31
	115,393.51
	1,714
	1.1164

	1998
	146,962.96
	121,587.62
	1,748
	1.2087

	1999
	220,936.81
	123,497.38
	1,931
	1.789

	2000
	297,104.31
	151,940.43
	2,295
	1.9554

	2001
	344,413.38
	148,428.45
	2,524
	2.3204

	2002
	344,483.05
	97,496.12
	2,817
	3.5333

	June 2003
	409,745.80
	142,669.15
	2,854
	2.872

	2003
	497,235.55
	172,101.46
	2,841
	2.8892

	June 2004
	545,476.33
	175,535.42
	2,933
	3.1075

	2004
	591,488.19
	222,833.10
	2,921
	2.6544

	June 2005
	643,640.29
	273,842.87
	2,823
	2.3504

	2005
	719,982.94
	307,593.00
	2,812
	2.3407

	June 2006
	829,149.11
	383,102.67
	3,84
	2.1643

	2007
	913,727.00
	427,534.63
	3,251
	2.1372

	June 2007
	1,019,122.63
	529,304.37
	3,32
	1.9254


Table 2 – FUND OF FUNDS (AUM)
	Period
	R$ million
	US$ million
	Number of funds
	Exchange rate

	1994
	22.88
	27.04
	28
	0.846

	1995
	15,455.85
	15,892.91
	235
	0.9725

	1996
	32,739.71
	31,498.66
	666
	1.0394

	1997
	48,791.71
	43,704.50
	837
	1.1164

	1998
	70,593.15
	58,404.20
	893
	1.2087

	1999
	112,631.00
	62,957.52
	1,101
	1.789

	2000
	160,613.39
	82,138.38
	1,336
	1.9554

	2001
	189,407.09
	81,626.91
	1,512
	2.3204

	2002
	166,053.15
	46,996.62
	1,607
	3.5333

	June 2003
	211,082.72
	73,496.77
	1,736
	2.872

	2003
	253,038.21
	87,580.72
	1,804
	2.8892

	June 2004
	279,629.05
	89,985.21
	1,916
	3.1075

	2004
	298,478.24
	112,446.59
	1,893
	2.6544

	June 2005
	335,150.06
	142,592.78
	1,859
	2.3504

	2005
	414,511.33
	177,088.80
	1,987
	2.3407

	June 2006
	486,748.33
	224,898.73
	2,076
	2.1643

	2006
	531,303.50
	248,597.93
	2,991
	2.1372

	June 2007
	587,744.49
	305,258.38
	3,466
	1.9254


	Table 3 – Data on Annual AUM - % Distribution per type

	Period
	Equity
	Fixed income
	Money Market
	Currency
	Multimarket
	Retirement products
	Privatization funds
	Other

	1994
	7.24
	92.70
	-
	-
	-
	-
	-
	0.06

	1995
	2.77
	83.45
	-
	0.37
	13.24
	-
	-
	0.17

	1996
	3.89
	83.55
	-
	1.22
	11.18
	-
	-
	0.16

	1997
	11.22
	79.90
	-
	0.79
	7.82
	-
	-
	0.27

	1998
	8.53
	56.43
	27.62
	0.82
	6.01
	0.10
	-
	0.51

	1999
	9.01
	50.36
	33.61
	1.10
	5.47
	0.36
	-
	0.09

	2000
	7.28
	55.20
	30.46
	1.19
	4.16
	0.78
	0.84
	0.10

	2001
	6.41
	37.42
	29.34
	2.12
	22.46
	1.44
	0.72
	0.08

	2002
	7.84
	33.97
	25.41
	1.73
	26.64
	2.98
	1.33
	0.10

	June 2003
	6.68
	35.03
	25.30
	1.37
	27.00
	3.59
	0.97
	0.06

	2003
	6.95
	34.70
	22.39
	1.36
	28.55
	4.48
	1.29
	0.29

	June 2004
	5.95
	34.28
	23.13
	1.08
	28.79
	5.15
	1.06
	0.56

	2004
	7.27
	31.30
	22,44
	0.81
	29.67
	6.03
	1.31
	1.18

	June 2005
	6.40
	41.29
	24.50
	0.52
	17.76
	7.03
	1.20
	1.31

	2005
	7.09
	40.70
	23.59
	0.30
	17.69
	7.04
	1.47
	2.12

	June 2006
	7.11
	40.30
	22.88
	0.18
	18.78
	7.06
	1.54
	2.16

	2006
	8.6
	33.8
	20.4
	0.13
	22.5
	8.0
	1.6
	4.9

	June 2007
	10.1
	34.0
	18.1
	0.08
	22.9
	7.9
	1.8
	5.1

	Note: In 2001, there were some changes in the distribution (classification) of Fixed Income and Multimarket funds as a result of the reclassification that took place in April of that year.

	

	Table 4 – Portfolio Composition as % of the AUM

	Period
	Repo
	Federal Public Bonds
	State and Municipal Public Bonds
	CDs
	Debentures
	Other
Fixed Income
	Equity
	Other Equity

	
	
	
	
	
	
	
	
	

	2000
	-
	76.14
	0.08
	4.52
	5.13
	2.79
	11.11
	0.23

	2001
	-
	75.16
	0.04
	7.65
	4.74
	2.52
	9.52
	0.37

	2002
	-
	73.43
	0.03
	5.93
	5.08
	4.37
	10.88
	0.27

	June 03
	-
	76.66
	0.03
	7.08
	4.72
	1.38
	9.96
	0.17

	2003
	-
	75.86
	0.03
	6.77
	3.89
	2.89
	10.33
	0.24

	June 04
	-
	74.54
	0.10
	7.94
	3.45
	3.71
	10.03
	0.24

	2004
	13.23
	58.99
	0.05
	8.44
	3.08
	4.65
	11.17
	0.38

	June 2005
	9.44
	61.96
	0.04
	10.74
	4.11
	3.73
	9.82
	0.15

	2005
	9.43
	60.53
	0.04
	10.66
	3.93
	3.98
	11.16
	0.24

	June 06
	10.86
	57.05
	0.04
	11.84
	4.05
	3.17
	12.65
	0.25

	2006
	11.35
	54.8
	0.05
	10.18
	4.62
	3.38
	15.25
	0.28

	June 2007
	15.05
	50.2
	0.00
	9.24
	4.23
	3.63
	17.32
	0.22

	Source: Central Bank of Brazil
	
	
	
	
	
	

	Table 5 – Portfolio Managers and Market share

	Period
	Number of portfolio managers
	Growth rate
	% Market share

AUM of TOP 10
	% Market share

AUM of TOP 15

	1993
	175
	-
	58.1
	39.8

	1994
	188
	7.4
	57.2
	38.9

	1995
	172
	(8.5)
	66.1
	46.1

	1996
	171
	(0.6)
	66.6
	47.8

	1997
	158
	(7.6)
	64.3
	45.3

	1998
	149
	(5.7)
	65.7
	48.8

	1999
	133
	(10.7)
	67.0
	47.2

	2000
	131
	(1.5)
	69.3
	49.4

	2001
	120
	(8.4)
	72.3
	51.4

	2002
	110
	(8.3)
	74.3
	53.3

	June 2003
	110
	0.0
	76.3
	55.6

	2003
	111
	0.9
	75.8
	55.7

	June 2004
	101
	(9.0)
	78.2
	56.7

	2004
	102
	(8.1)
	77.7
	56.5

	June 2005
	97
	(4.9)
	79.3
	58.4

	2005
	92
	(9.8)
	77.6
	57.4

	June 2006
	88
	(4.4)
	76.3
	56.7

	2006
	87
	-1,1
	77.6
	56.9

	June 2007
	87
	0.0
	76.6
	54.7






































� In portuguese, “Multimercados”, funds with flexible allocation mandates, generally known as the “Brazilian hedge funds”. Those funds are regulated, registered and supervised by CVM – “the Brazilian SEC”. In some documents you will find “Multimercados” funds translated as Diversified funds.





