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Assessing Evergrande and Potential Contagion Risks

China Evergrande Group, China’s second-largest property developer, appears to be on the verge of becoming one of China’s
biggest debt restructurings. We do not hold any exposure to Evergrande in our emerging markets debt portfolios, however, given
the size of Evergrande’s balance sheet and recent headlines on the company, we have summarized our views on the potential for

contagion.

What Is the Potential Fallout for the Chinese Real Estate Sector and Emerging Markets Corporates
More Broadly?

We expect contagion from Evergrande’s debt restructuring to be well-contained, with defaults and underperformance
mostly limited to only the weakest among China’s high yield property developers. Importantly, we do not expect the restructuring

to trigger a broad-based sell-off in emerging markets corporate credit.

Markets are already pricing in an extremely pessimistic scenario for China’s high yield property developers, with average spreads at
distressed levels above 1000 basis points (bps) since July. The weakest, most liquidity-challenged high yield developers in China
have borne the brunt of Evergrande contagion risk to date, with some 20% of Chinese property bonds now yielding 15% or
more. Importantly, we do not view Evergrande’s restructuring as a concern for the broader emerging markets credit universe, or
even the Chinese property sector as a whole. Indeed, since Evergrande’s bonds initially sold-off, high yield emerging markets
corporate spreads have absorbed these risks and have tightened. Spreads on investment grade China property bonds have also
tightened over this period—evidence that credit markets are appropriately distinguishing between financially challenged
developers and the better capitalized, more cash-rich developers who meet China’s “Three Red Lines” policy for curtailing

excessive debt-to-capital ratios and ensuring liquidity sufficient to cover short-term debt.

China banks’ exposure to Evergrande is small, and we do not see a systemic risk from a sudden collapse of the banking
sector. The property sector traditionally has not relied on the banking sector for financing due to regulatory constraints. Of
Evergrande’s more than $300 billion in liabilities, less than $50 billion is in the form of bank loans, which are senior in any case to
other capital structures. Even if the company did default on its bank loans, the impact should be manageable as the largest
lenders, China Minsheng Bank and ICBC, are well-run banks with trillions of dollars in assets, and one local bank is owned by
Evergrande itself. Banks have a greater exposure to real estate through mortgages with relatively safe loan-to-value ratios of less
than 60%. Current owners who bought the title of their units from Evergrande should continue to service these obligations,
which have little to do with Evergrande. Additionally, the People’s Bank of China (PBoC) has signaled its ability and willingness

to avoid a funding squeeze by injecting $14 billion of liquidity into the financial system on 17 September.

From the banks’ perspective, the potential solution already exists, as Chinese authorities have shown a willingness to
intervene in large workouts. We spoke privately with members of the management teams at the two of the largest state-owned
banks in China in mid-September about the Evergrande situation and asked for their “personal thoughts” on how it will get
resolved. Both management teams felt that the government will intervene to avoid a “hard and sudden default,” which would

create confusion among home buyers and suppliers. (Indeed, reports of such confusion are already being reported in some cities.)

The workout process will likely be similar to that of other recent high-profile bankruptcies: Anbang Insurance and HNA Airlines.
In those, instances, the government appointed large state-owned enterprises (SOEs) as liquidators to mop up the liability stream

by selling assets over the course of two or three years. And just last quarter, the government quickly bailed out Huarong Asset
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Management, China’s largest holder of distressed debt, because of its “too big to fail” status. Had Huarong faced a default, the
commercial implication of unwinding too many contracts in the financial system would have caused people to lose faith in the
system itself, which would have been a true “Lehman moment.” By comparison, we believe Evergrande poses a relatively minor
threat to the financial system. It involves a smaller group of real customers, the buyers who had put up deposits without getting
their homes and the suppliers who haven’t been paid for building them. The two groups can somehow be made whole, perhaps

by transitioning unfinished properties to different developers.

What about the Social Impact?

Investors in Wealth Management Products (WMPs) may suffer losses. WMPs account for a significant share of Evergrande’s
liabilities. When WMP investors buy these instruments, which typically yield between 5%—8% and mature in less than a year, they
are required to sign documents attesting to the fact that they understand the risks suggested by these juicy yields. Previous
instances of WMP defaults had widely different outcomes. If WMPs were sold by high quality SOE banks in search of fee
income, individual investors could claim ignorance of the WMPs’ default and look to bank regulators to partially bail them out at
typical recovery rates of 30%—70%. This was done by pushing up their seniority claims or making state-owned banks pay out of
their own pocket if the total of such defaults was small. If the defaulted WMPs were sold by smaller banks or brokerage channels,

investors typically received very little recovery.

Given the massive size of the Evergrande-linked WMPs, investor groups comprise a mix of retail individuals, who may expect
some relief, and institutions and treasury desks that won’t likely get such protection. The difficulty lies in how to distinguish these
holdings, which means recovery rates on hundreds of different WMPs will not be known for some time, making it difficult to
determine the social impact of a potential Evergrande default. In any event, the Evergrande outcome will likely support the
deleveraging campaign by regulators, who have tried to eliminate WMPs over the last few years. Had they not clamped down on
these products (by limiting maturities to less than a year, imposing signature collections, etc.), large-scale defaults of WMPs might

have had significant social consequences.
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Important Information
Published on 20 September 2021.

An investment in bonds carries risk. If interest rates rise, bond prices usually decline. The longer a bond’s maturity, the greater the impact a change in interest rates
can have on its price. If you do not hold a bond until maturity, you may experience a gain or loss when you sell. Bonds also carry the risk of default, which is the risk
that the issuer is unable to make further income and principal payments. Other risks, including inflation risk, call risk, and pre-payment risk, also apply. High yield
securities (also referred to as “junk bonds”) inherently have a higher degree of market risk, default risk, and credit risk. Securities in certain non-domestic countries
may be less liquid, more volatile, and less subject to governmental supervision than in one’s home market. The values of these securities may be affected by
changes in currency rates, application of a country’s specific tax laws, changes in government administration, and economic and monetary policy. Emerging
markets securities carry special risks, such as less developed or less efficient trading markets, a lack of company information, and differing auditing and legal
standards. The securities markets of emerging markets countries can be extremely volatile; performance can also be influenced by political, social, and economic
factors affecting companies in these countries. Derivatives transactions, including those entered into for hedging purposes, may reduce returns or increase
volatility, perhaps substantially. Forward currency contracts, and other derivatives investments are subject to the risk of default by the counterparty, can be illiquid
and are subject to many of the risks of, and can be highly sensitive to changes in the value of, the related currency or other reference asset. As such, a small
investment could have a potentially large impact on performance. Use of derivatives transactions, even if entered into for hedging purposes, may cause losses
greater than if an account had not engaged in such transactions.

Mention of these securities should not be considered a recommendation or solicitation to purchase or sell the securities. It should not be assumed that any
investment in these securities was, or will prove to be, profitable, or that the investment decisions we make in the future will be profitable or equal to the
investment performance of securities referenced herein. There is no assurance that any securities referenced herein are currently held in the portfolio or that
securities sold have not been repurchased. The securities mentioned may not represent the entire portfolio.

This document was prepared and is provided by Lazard Asset Management LLC or its affiliates (together, “Lazard”). All information and opinions are as of

the publication date and are subject to change. Information and opinions presented herein have been obtained or derived from sources believed by Lazard to be
reliable. Lazard makes no representation as to their accuracy or completeness. This document does not constitute an offer to buy securities or the solicitation of
an offer to buy or sell any securities, which may only be made pursuant to the relevant offering documents and only in such jurisdictions where permitted by law.
Any projections, market outlooks, or estimates in this document are forward-looking statements and are based upon certain assumptions and should not be
construed to be indicative of actual events which will occur.

This document is provided by Lazard for informational purposes only. Nothing herein constitutes investment advice or a recommendation relating to any security,
commodity, derivative, investment management service or investment product. Investments in securities, derivatives and commodities involve risk, will fluctuate in
price, and may result in losses. Certain assets held in Lazard's investment portfolios, in particular alternative investment portfolios, can involve high degrees of risk
and volatility when compared to other assets. Similarly, certain assets held in Lazard’s investment portfolios may trade in less liquid or efficient markets, which
can affect investment performance. Past performance does not guarantee future results.

This document is intended only for persons residing in jurisdictions where its distribution or availability is consistent with local laws and Lazard’s local regulatory
authorizations. The Lazard entities that have issued this document are listed below, along with important limitations on their authorized activities.

Australia: Issued by Lazard Asset Management Pacific Co., ABN 13 064 523 619, AFS License 238432 Level 39 Gateway, 1 Macquarie Place, Sydney NSW 2000,
which is licensed by the Australian Securities and Investments Commission to carry on a financial services business. This document is intended for wholesale
investors only. Canada: Issued by Lazard Asset Management (Canada) Inc., 30 Rockefeller Plaza, New York, NY 10112 and 130 King Street West, Suite 1800,
Toronto, Ontario M5X 1E3, a registered portfolio manager providing services to non-individual permitted clients. Dubai: Issued and approved by Lazard Gulf
Limited, Gate Village 1, Level 2, Dubai International Financial Centre, PO Box 506644, Dubai, United Arab Emirates. Registered in Dubai. International Financial
Centre 0467. Authorised and regulated by the Dubai Financial Services Authority to deal with Professional Clients only. EU Member States: Issued by Lazard Asset
Management (Deutschland) GmbH, Neue Mainzer Strasse 75, D-60311 Frankfurt am Main. Hong Kong: Issued by Lazard Asset Management (Hong Kong) Limited
(AQZ743), One Harbour View Street, Central, Hong Kong. Lazard Asset Management (Hong Kong) Limited is a corporation licensed by the Hong Kong Securities
and Futures Commission to conduct Type 1 (dealing in securities) and Type 4 (advising on securities) regulated activities only on behalf of “professional investors”
as defined under the Hong Kong Securities and Futures Ordinance (Cap. 571 of the Laws of Hong Kong) and its subsidiary legislation. Korea: Issued by Lazard
Korea Asset Management Co. Ltd., 10F Seoul Finance Center, 136 Sejong-daero, Jung-gu, Seoul, 100-768. Peoples Republic of China: Issued by Lazard Asset
Management. Lazard Asset Management does not carry out business in the P.R.C and is not a licensed investment adviser with the China Securities Regulatory
Commission or the China Banking Regulatory Commission. This document is for reference only and for intended recipients only. The information in this document
does not constitute any specific investment advice on China capital markets or an offer of securities or investment, tax, legal or other advice or recommendation
or, an offer to sell or an invitation to apply for any product or service of Lazard Asset Management. Singapore: Issued by Lazard Asset Management (Singapore)
Pte. Ltd., 1 Raffles Place, #25-01 One Raffles Place Tower 1, Singapore 048616. Company Registration Number 201135005W, which provides services only to
“institutional investors” or “accredited investors” as defined under the Securities and Futures Act, Chapter 289 of Singapore. Switzerland: Issued by Lazard Asset
Management Schweiz AG, Usteristrasse 9, CH-8001 Zurich. United Kingdom: Issued or approved by Lazard Asset Management Ltd., 50 Stratton Street, London
W1J 8LL. Registered in England Number 525667. Authorised and regulated by the Financial Conduct Authority (FCA), providing services only to persons classified
as eligible counterparties or professional clients under the rules of the FCA. United States: Issued by Lazard Asset Management LLC, 30 Rockefeller Plaza, New
York, NY 10112.
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