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LARRY ZHANG IN AN INTERVIEW

More and more investors are considering China as an important component of their
portfolios. Current regulatory changes and corporate events in the country are also
generating intense interest and discussion potential in Europe. Against the back-
drop of Evergrande's potential default, we invited Larry Zhang, CEO of Fosun Asset
Management (FAM) - our affiliated company and cooperation partner - to outline his
view on the key issues facing our institutional clients.

ABOUT LARRY ZHANG - CIO OF FOSUN INSURANCE GROUP AND CEO OF FAM

Larry has over 25 years of experience in the field of global and China equity investment. In an
interview, held by our HAGIM-experts, he reflects on the long-term regulatory effects and current
market developments.

WHAT DOES THE RECENT REGULATORY CRACK-DOWN IMPLY?

With the Opening of China policy, China has been focusing on economic development for
decades. While the previous intention has been “Efficiency first”, lots of entrepreneurs have
benefited from government policies and have accumulated considerable wealth. The
wealth cumulation of the rich is partially due to the flawed tax system, that there are no
capital gain tax, no property holding tax, and no inheritance tax in China. As a result, the
nation has become extremely polarised in wealth distribution. The top1% of the population
owns 30% of the country’s wealth and the bottom 25% of the population only own 1% of
the wealth. The nation set its goal to pursue “Equality” by encouraging or forcing the rich
to take more social responsibilities and redistribute their wealth back to the low- & middle-
income class.

The German model is frequently discussed in China and it could influence China’s next
step. An olive shaped society, a strong middle class, and a manufacturing-based economy
backed by hundreds and thousands of hidden champions with specialisations in each seg-
ment may give China more choices.

Overall, | read the current regulatory developments as positive in the longer run. However,
the communication could be done in a better way.

HOW DO YOU INTERPRET THE EVERGRANDE EVENT IN RELATION TO CHINA CAPITAL
MARKETS?

Personally, | think this is a single case targeted by the government to set an example in
mitigating the real estate bubble. Evergrande has been very expansive in the past, loading
up debt to support land acquisition and project development. While the government has




ordered real estate companies to deleverage for some time, Evergrande stands out as a
negative case. We have observed that the lending banks were instructed not to roll over
their position, so that a liquidation of the company would be possible. Their assets and debt
may be taken over by the other companies, but in an orderly process.

e Again this is a very tightly controlled process to squeeze out existing stakeholders, where |
see limited spill-over impact to other related real estate companies or credits. Although the
total debt of Evergrande may be eye-catching on a stand-alone basis, they account only for
a marginal share of China’s total outstanding corporate debt. And secondly, as lots of local
debt issued by municipals is related to the real estate sector, China would prefer to see the
real estate price to stabilize rather than decrease sharply. Last but not least, it has never
been the intention of the Chinese government to let corporates fall in general. In the oppo-
site way, as in the case of Huarong Asset Management, although it also faces default risk,
the Chinese government jumps in and bails out the company. So investing in China you
need to always understand what the regulator thinks. In Huarong’s case we see lots of
foreign holders selling their position. But as we talked to the industry experts and also com-
pany management, our feeling is that the company will be protected.

HOW DO YOU ACCESS THE IMPACT OF EVERGRANDE CASE AND FUTURE CHANCE OF
DIFFERENT ASSET CLASSES?

e Onthe equity side, we truly believe that China will continue to grow its economy. However,
we need to be more selective. While buying and holding big tech names like Alibaba or
Tencent with monopoly market positions has been a proven practice in the past, we do
believe that the mindset has been changing towards small and mid-sized companies. These
companies are specialised in niche market, but established themselves as market leaders
and from our view will benefit from the overall regulatory and economic cycle. And again,
in order to pick these companies you need deep knowledge and expertise.

e Regarding central bank policy, while the PBOC was more reluctant to reduce the bench-
mark rate in order to support the currency, what we have observed during the Covid19
pandemic has given us more comfort. As world manufacturing came to a halt during 2020,
China was able to rebuild the supply chain. The world’s strong demand on Made in China
and dependency on China’s manufacturing chain will surely support the RMB, and give the
central bank more room to manoeuvre, e.g. reduce the rate to stimulate the economy when
necessary.

o As for Fixed Income, the expectation of further rate cuts will support bond prices. What'’s
more, Chinese issuances still offers attractive yield premia relative to USD or EUR denom-
inated bonds of similar rating quality, so | do see continued demand and upside potential
for the Chinese bond market.

WHAT IS YOUR EXPERTISE IN CHINA AND WHAT VALUE CAN YOU ADD TO GERMAN
INVESTORS?

FAM is obviously an integral part of the Fosun group and subsequently has access to the vast
resources of the group in China and abroad.

FAM provides discretionary and non-discretionary fixed income and equity investment management
services to institutional investors in key financial markets. FAM'’s investment teams possess deep
experience and understanding of China, proprietary insights into local industry trends and busi-
nesses, as well as entrenched local networks with access to senior management teams. In the
meanwhile, FAM also has a long-term track record in managing and advising on various insurance
mandates.




DISCLAIMER

Diese Marketingmitteilung im Sinne des Wertpapierhandelsgesetzes wird ausschlief3lich zu Infor-
mationszwecken zur Verfigung gestellt und kann eine individuelle anlage- und anlegergerechte
Beratung nicht ersetzen. Sofern Aussagen tber Marktentwicklungen, Renditen, Kursgewinne o-
der sonstige Vermogenszuwachse sowie Risikokennziffern getatigt werden, stellen diese lediglich
Prognosen dar, flr deren Eintritt wir keine Haftung tbernehmen. Insbesondere sind friihere Wer-
tentwicklungen, Simulationen oder Prognosen kein verlasslicher Indikator fur die zukiinftige Wer-
tentwicklung. Vermogenswerte kénnen sowohl steigen, als auch fallen. Alle Angaben wurden
sorgfaltig zusammengestellt; teilweise unter Rickgriff auf Informationen Dritter. Einzelne Anga-
ben konnen sich insbesondere durch Zeitablauf, infolge von gesetzlichen Anderungen, aktueller
Entwicklungen der Markte ggf. auch kurzfristig als nicht mehr oder nicht mehr vollumfanglich zu-
treffend erweisen und sich jederzeit ohne vorherige Ankiindigung &ndern. Fiur die Richtigkeit,
Vollstandigkeit und Aktualitdt sdmtlicher Angaben wird daher keine Gewéahr ibernommen. Die
Angaben gehen von unserer Beurteilung der gegenwartigen Rechts- und Steuerlage aus. Soweit
steuerliche oder rechtliche Belange berthrt werden, sollten diese vom Adressaten mit seinem
Steuerberater bzw. Rechtsanwalt erdrtert werden. Anlagen in Wertpapiere sind sowohl mit Chan-
cen als auch mit Risiken verbunden. Der Umgang mit Interessenskonflikten in der HAGIM ist unter
https://www.ha-gim.com/rechtliche-hinweise-rechtliche-hinweise im Internet ver6ffentlicht. Die
enthaltenen Informationen richten sich nur an Professionelle Kunden bzw. Geeignete Gegenpar-
teien. Dieses Informationsdokument richtet sich weder an US-Blirger noch an Personen mit stan-
digem Wohnsitz in den USA, noch darf es in den USA verbreitet werden.



