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Executive Summary

Analysys International’s Findings

® Chinese Small and Medium Banks’ (SMB’s) Informationization

>

Hardware

v' Overseas hardware manufacturers are leading the market
in terms of servers, notebook PCs, memorizers, printers,
ATMs and network products such as routers, switches
and firewalls.

v' Domestic hardware manufacturers only hold relatively
high market shares in a few fields, such as the PC market
and certain network products market.

Platforms and Supportive Software

v" Highly concentrated: database, middleware, network
inbreak testing products, and network management
software.

v" Domestic manufacturers’ dominant fields: anti-virus
software.

Industrial Application Software

v" Domestic core banking and information management
system products are holding apparent superiorities in the
SMB market.

v" Despite some problems, the overseas manufacturers that
entered the Chinese market on a large scale have caused
comprehensive impact to the construction of the Chinese
banking information system. They have also brought
considerable pressure to their Chinese counterparts. An
increasing number of foreign banking system providers
are seeking opportunities to enter the Chinese market.

v" Chinese SMBs hesitate to purchase the overseas banking
core and information management system products due
to their high prices.

v" Chinese software companies may maintain what
superiorities they have by improving their software
products and services to meet certain SMBs’ demands.
However their leading positions will inevitably become
weakened.

® |T Strategy and CIO System

>

All the banks interviewed by Analysys International have
started building up their information management systems.
96% of them, however, have not yet framed related plans. All
of the banking experts interviewed believed this mainly to be
due to a lack of overall banking IT strategies, caused in turn by
a lack of overall SMB business development strategies.

Among all the investigated banks, Shanghai Rural
Commercial Bank is the only one that has launched an overall
development strategy with a uniquely competitive core. It still
lacks, however, the strategy necessary for IT banking. Nanjing
Commercial Bank is the only investigated bank that invited a
third-party consultant company to constitute an information
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management system strategy, which has been approved by
the directorate.

In this investigation, Analysys International found that 95% of
banking CIOs believe that IT strategy cannot be put into effect
right now. 80% of banking ClOs believe that IT strategy cannot
be implemented into the overall banking strategy at all.

Almost all of the investigated experts regard the vice-president
or president’'s assistant, who is in charge of banking
technology, as the CIO. Among the interviewed experts, 20%
believe that the CIO should obtain two qualifications: he must
be a member of the operational decision-making group, who
can attend the directorate conference and has the right to
manage the resources of the entire bank; he is also required to
comprehensively understand banking services and have a
long-term outlook on banking service development.

Analysys International's investigation shows that although
there is no CIO in BNP Paribas, it has a specific system to
coordinate the disparities between its IT section and sections
of service. This is quotable to the Chinese commercial banks.

From Core System Reconstruction to Banking Reform

>

It is currently disputed whether the core banking system is
going to Westernization wholesale. Since overseas products
entered the Chinese large banking software market in 2003,
the Chinese banking industry began to realize the challenge
posed by international competitors.

Since 2001, an increasing number of SMBs started to update
their core banking systems. As Chinese banks begin to import
overseas core systems, two waves are emerging throughout
the Chinese banking industry: a rebuilding of core banking
systems, and a reconfiguration of the entire banking structure.
Analysys International believes that in the initial ten years of
Chinese SMB reform, an important issue is the rebuilding of
core systems rather than merely system improvement.

Background-only Core System Reform is not Enough

>

When SMBs came into the period of building integrated
operational systems, the background production system
update did not increase the profit to the foreground.

Consequently, two urgent tasks face all SMBs: channel
consolidation, and the construction of information
management systems.

SMBs are worried that Chinese core system products may not
be developed enough to allow the information management
systems to profit as expected.

Starting Stage of Information Management System
Construction - Credit Flow Management System Construction

>

Most SMBs construct their information management systems
in the following order: focusing on building their credit
management systems first, then constructing their finance
management systems. Among the investigated SMBs, 64.5%
have applied credit management systems, 27.1% have
applied finance management systems, and only 5% have
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applied the CRM system, of which 15% are conducting
research into possible technical schemes.

SMBs’ venture management systems are currently faulty;
Chinese venture management system products cannot meet
banking demands. Chinese SMBs tend to purchase
overseas products, including modules, while famous overseas
manufacturers are reluctant to undertake the small orders of
SMB's or even module orders.

® Consolidate Channels & There is to Combat a Lack of
Channels

>

There is an urgent need to consolidate channels in order to
enhance the competence and service levels of banking.
Chinese SMBs, however, especially those in small towns, lack
the necessary channels. They have few service centers and
are constructing self-banking systems at a slow pace. Most
SMBs as a result put expectation in electronic banking.

Most city commercial banks that have been interviewed are
not enthusiastic about their own retail bank plans. This is
because they are not ascending in terms of channeling and
branding, which are the key points of retail banking. More than
50% of the interviewed banks have started cutting costs in
addition to the closing of some service centers. They are
beginning to position themselves as small to medium
enterprise banks.
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® SMBs’ Attitude towards Chinese Banking Software Operators.

>

All the interviewed SMBs regard the following two problems as
the main issues confronting Chinese IT companies:

v

IT companies are short on strength and strategy to
operate large banking software over a long term. As a
result, the Chinese banking industry, which is entangled
by domestic IT manufacturers, cannot succeed in
breaking out to succeed in amending its strategy.

IT companies lack foresight and determination in
developing ace banking software. All banks interviewed
believe this to be why domestic IT manufacturers are hard
pressed to be the long-term strategic partners of banks
that wish to be successful and renowned for an extended
period of time.

It is a welcome sign that some small banking software
operators formed their own ace products in recent years, and
quickly increased their market shares at a higher pace than
their competitors. Changliang Technology is behaving very
well in the core system field, as is Anshuo Technology in the
field of information management systems.
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Analysys International's Suggestions

Suggestions to IT Manufacturers

In the next 2 to 3 years, SMB investment in hardware systems and
IT services will reach a new pinnacle. IT manufacturers should pay
attention to the SMB project of updating core systems.

In the rural credit cooperative field, IT manufacturers should pay
attention to the projects of provincial credit cooperative data
centralization, and data/network center building. There will be a
large market in 2 to 3 years.

Focus on professional research, especially with regard to
comprehensive and forward looking insights into banking
requirements. Even small or medium banks do not need IT partners
that are only able to realize present demands.

Focus on expert products, and building up a long-term strategic
partnership with banks. SMB’s are deeply concerned with strategic
positioning, and continuity in the product development of
manufacturers. A good plan for carrying out a product can bring
about a linkage effect.

Some high-level manufacturers need to attend to SMBs’ demands
with an eye to long-term market strategy.

Suggestions to SMBs

Regard IT strategic projects and ask a consultant company to make
a project if the conditions permit.

» Step One Confirm the person selected as CIO
» Stem Two Set up a BPR section functioned as a CIO

When reaching a critical decision concerning IT investment, such
as updating core systems or buying new ones to rebuild, care
should be given to distinguishing between the target and the
actuality. Do not choose the impractical way.

For the building up of SMB management information systems, it is
suggested that thought be given to the possibility of building up the
operative management system first, followed by the analytical
management system.

For small banks that are in the same zone, it is recommended that
consideration be given to collecting money to build up a computer
center, which will diminish scale problems and increase ROI (return
on investment).

Promote the IT outsourcing market, and focus on banking
operational reform and re-creation.
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Research Methodology

Analysys International arrives at corresponding conclusions mainly through
analyzing primary and secondary market information.

® The primary information mainly comes from sampling the major
manufactures or agents of channels and end users conducted by
Analysys International.

>
>

>

In-depth Interviews with major manufacturers

In-depth interviews with major agents of channels, distributors
and retailers

Sampling of end users

® The secondary information is mainly public information that comes
from the following sources:

>
>
>
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>

Information in the industry’s public domains.
Opinions vended by senior industry experts

Data and information provided by relevant government
departments

Related economic data

Annual and quarterly reports of enterprises
Interviews with product users

Financial analysis and reports by financial analysts
Information from the Internet

Analysys International database

Due to the fact that Analysys International depends on the information
obtained through interviews with manufacturers and or channels to reach its
conclusion on market scale, the data provided by manufacturers on the
types of products they offer, their operating revenues and marketing
activities shall have a considerable impact on the final analysis of the

reports.

The data reported by Analysys International is obtained after repeated
crosschecks. Analysys International is confident that the reported data is
accurate and meaningful.
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