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Sinolytics — a European research-based consultancy entirely focused on China

Key expertise areas Approach

- - e «"'-—"?:f"";éum Macro-, industrial and S&T/innovation policies
* Founded in 2017, Sinolytics is a == ’ ) ) i ; ;
4 14th FYP, automotive, S&T cooperation, 5G/new infrastructure Primary source and Chinese-
lanquage research

client-serving, research-based

consultancy with offices in Berlin, 2%l china's diaital 4 diital ; :
Beijing and Zurich EEEE Ina’s digital economy an Igital transformation

- = | Digital platforms, valuetization of data, Al, startups/VC Problem-solving and developing
tailored solutions

» Uniquely blending in-depth research
with management consulting ——===i=| Market governance and regulatory compliance
approach to problem solving ~ | CLS encryption/PIP/MLPS 2.0/x-border, CSCS, environment

» Operating at the nexus of business
and policy and analyzing China’s
political economy, Sinolytics advises -

Flexible delivery formats:
strategies, reports, workshops

Social policies: welfare and domestic consumption
Health, pension, urbanization, rural economy and labor

S RINE FRE

Depth in content, while strong

companies from across business ‘%:L'; Finance, geoeconomics (trade/investment) & geopolitics in contextualization
rs and functional ar T I . . .
SCEEHLS B INElelE Sl == wmm= | Financial opening-up, BRI, RCEP, tech decoupling, EU-China

» 50+ clients, including some of the
largest and most respected foreign
companies operating in China

Extensive expert network and
Public and Governmental Affairs (PGA) research partners

Structures, strategy, stakeholder analysis, network support
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Today’s Sinolytics representatives

Markus Herrmann Tiffany Wong Dr. Jost Wiibbeke Martin Catarata
Director Consultant Director Analyst

5
- Government affairs
strategies

- Economic, trade and

Key expertise financial policies

areas - Public sector
cooperation

- Sino-Swiss relations

Geopolitics and
decoupling

Industrial policies
Digital economy

Government affairs
strategies

( -
d'n

- Automotive policy

- Climate and
environmental

policy
- Cybersecurity

- Industrial policies
and MIC25

\%#
2
- Industrial policies

- S&T/innovation
policies

- BRI and geo-
economics

- China’s SOEs

Jingwen Tong
Consultant

- Social and health
policies

- Sino-European

partnerships

- Market governance

- High-tech parks and

PFTZs
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New Sinolytics Primer: “China’s financial opening-up and Sino-Swiss financial cooperation”

Swiss financial investments into China growing fast in recent years LUX as channel of European China-investments, Switzerland expected to shift more to financial

Major European countries’ China portfolio investment China’s portfoli

westment in European countries

Ponttalio investment between China and Switzerland
(Swiss perspective)*

56 oftotal cutward
ortioso caes More industrial
tocus

Equity  +1F

China’s financial opening-up and Sino-Swiss financial cooperation

Equity  +1 .

More financial

Focus of this deck: Context, trends and policy factors influencing Switzerland-based institutional investors’

financial engagement with China | abaes e,
= 2 . :
- Festones CIBM Direct, Bond MSCIA- Bloombarg Pt st
e
oy cpening miestons HK-SZ stack Conact share Barclays o
s i JBalars g a1 a8 hanne offnanc Kesuents betwean Europs and Chi whth seabdshad il Infasimchs s favouesble

tax raatments.
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Understanding China’s policy and regulatory factors at core of informed investment strategies 10 QFlis and 12 Bond Connect registrants access China’s capital market from Switzerland

QFil & RGFI Stock Connect CIBM Direct Bond Connect
Contact Investor acceptance of China's stressing a set of Accessto Al listed shares and bonds Eigible Ashares in Shanhai  A¥LFII cash bonds Cash bonds in CIBM via
onta financlal market grows ... key rationales However, China's general and financial policymaking as well as both in CIBM and exchange and Shenzhen stock RN elactronic platforms
regulations remain crucial to understand the investment context market exchange = — (Tradeweb & Bloomberg)

Markus Herrmann Chen | Managing Director

International index inglusion 4 types of futur Secondary market only, no wea'th funds bond repo, No access to exchanga bond
Markus herrmann: h . . ow radin comeiation cmm leaders’ shifting view on the financial 5yslem only participation in IPOs bond borrowing and lendmg, market > gxpected 1o
2t . \gfinancing the real economy vs. mit forwards, IRS, FRA change, polcy d
with global markets . po
GmbH www. ch No access to exchange bond el
b PS8 i st Policy motives towards financial opening-up market > axpected to change
benchmark in 2021 “High nterest rate Brinok b experies, Rantng endt By Eilgivle (RME) Quaified Institutional All overseas investors Fil wah focal ‘Bond. Fil with pre-fiing st PBOC
o differential compared foreign Inwostors wah license from (inc, individuals) Settlomant Agent and pre-
ain with developed Investors CSRC filing at PBOC
MSC Increass Weightin of China A piaitiece
Shares in Indexes (0 20% Currency FX converted fo onshors RME __ Offshora RMS, HKD, USD or RME o RME
Swiss/forelgn 10 out of 558 OFl are Northbound tumover & Fl aceount for 2% of totsl 12 out of 633 registered companies

& Markus Herrmann Chen

Managing Director
a’h

Markus is an experienced advisor to European
corporate and public sector clients with expertise in
China's foreign economic policy including trade
policy and the Belt and Road Initiative, financial
policy, S&T/innovation policies as well as public /
govemnment affairs strategies. Markus holds a MLaw
from universities of Bern and Geneva focusing on
international public and WTO law and a CAS from
ETHZ in public policy

Lu-sa Kinzius

‘\g Pro)act Leader / Economist

Luisa is a specialist on Chinese market requlation
She is leading Sinolytics projects on enabling
companies dealing with big-data enabled market
requiation (Corporate Social Credit System). She
also observes the current trends in China's FinTach
industry as well as the role-out and implications of
Chinas digital currency. She holds a M.Sc.in
Economics. During her studies she spend one year
studying Economics and Chinese at the Nanjing
University.

g :n‘ Yan

Consultant/ CFA

Bin is a specialist on the financial sector of China. He
combines strong expertise in the Chinese financial
markets and work experience in European
companies. Prior to Sinolytics, Bin worked in the PE
area of China as an investment manager for eight
years, mostly in China New Enterprise Capital
Previously he worked in the transaction dep. of PWC
Beijing office. Bin holds a B.A_ in Accounting from
Peking University and a MA. in Banking & Finance
at the University of St. Gallen

- Hailin Wang

Iy 7 Consultant / CFA Level Il
! 4 Candidate

Hailin has extensive experience researching and
analyzing industrial policy and corporate
performance, especially in the areas of energy policy,
sustainability and environmental protection. Hailin
obtained his B A in Economics (major in Finance)
from Southwestern University of Finance and
Economics and holds an M A in Political, Legal, and
Economic Philosophy from University of Bem. He
has passed CFA level | and also studied Global
Legal Studies at University of Luzern

Sinolytics’ interdisciplinary Finance team specialized in China’s financial policies

Tiffany Wong
& nER
¢ Consultant/ IR with focus on
’ 14 geopolitics and PGA

Tiffany is specialized in China’s geopolitics,
digital economy, and technology markets and
advises clients on public and government affairs.
She retains a focus on China's grand strategy
and foreign policy, as well as related issues such
as the US_ ~ China tech sphere bifurcation
Tiffany holds an M.A_ from Johns Hopkins in
International Economics and China Studies and
aB.A. from the University of Chicago in Political
Science and Inteational Relations

Sishi Xie

y Analyst/ Economist

Sishi tracks and analyzes Chinese central and
provincial policies relating to China's global logistics
ambitions, deriving insights on the interiinkages of
Chinese policies and company activities on the
ground. She also researches Chinese market
regulations and government rating mechanisms,
supporting intemational companies to maintain a
performance.
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Public economy, indusirial pofcy and SOBs

“Chances to participate nomy” ve. prvate sector

in China's economic
e

growt! Policy impact of SOE defaults.

Out of “Emerging markets” league

4UBS  + “China standalone”
frosrl Short term nstabiy vs. ong term market heaith
BRIEEES - ANl China’ siategy “Extra retu Government's mindset behind more e regulatons on Fintech
e opportunities created by figate growing fronger anti-monopoly
LAZARD 04 China” v “new large presence of retall
na -
Investors’ What is financed with the capital market?
SOEs, new economy and focal gavemment prorites
2 sinolytics

panticipation  registered in Swizariand® Shanghai and Shanzhen of CIBM transactions with Swiss background, Jan 2021
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Complex structure of onshore bond market: regulated by 6 different regulators
Foreign investors focusing on risk-free government bonds / policy bank bonds, accounting for >80% of Fl investment

Others
Financial
e - - - -
155Uers Nen-fin
Local Policy banks: Financiol Nondin
govemmant (COBstc) insiutons* | SPREC | | coporaions | corporations (e
Duration > 1years, > 1ysam, siyeas, .
MMM~ ey niOyees  meoyss | mewEd0| | menbss | | it
- years
yaars years yoars
Regulator PBOC PBOC.
MoF MoF L= GBIRC. NDRG RO NAFMIL
GSRC
Trading Inter-bank / Inter-bank ! Inter-bank | Inter-pank / Inter-gank /- I
oD exchange exchange exchange exchange exchange Exchange mier-bank
%ot .
outstanding  17% m. 10% % 2 [
amount
IR —— N ——
ko iy bk 7 oo s . .
30 sinolytics

4 key business models observed among European financial services to tap opportunities in China

“Universal player™ “Specialist” “Partnership-approach” “Offshore investor”
: . Se =5 + Rep offce i
%UBS  Cs rouson LBEBW Sty (new
(WFOE),ivestment |
prme—. ‘banking (controlied)
S and AN ()
ERSTESS " ©
TH + Foamm Pac SNAPFRE © Roprssentatve
. oftce n Bege
insurance .
P
° ZURICH
Lie o (L&)
wasmcovmanou s | ) WG
Consumer finance / China exposure.
non-banking
12 sinolytics

S| sinolyftics



Two Sessions’ endorse China’s 14t Five-Year-Plan shaping its developmen’r trajectory until 2035
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The 14 Five-Year-Plan is of historic importance

«The core of the plan is to realize the biggest strategic
shift since the Third Plenary Session of the 11th Central
Committee [1977-1982] and the establishment of a market
economy systems»

<RV ENLFLELIN +—/E) = FEUFK. BELTHGE
TR FIARERA I — T A5

Li Junru
Vice-President of the Central Party School
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Agenda: 14t FYP's strateqic shifts and business implications

14th FYP in general: global context, overarching strategic shifts and Dual Circulation — 7 slides

Digital economy —the new growth engine: data, anti-monopoly and market access — 3 slides

Decarbonization — the “Presidential pledge”: carbon neutrality by 2060 and China footprint case-study — 2 slides

Industrial trends — the dichotomy stays: evolving industrial policies and coupling vs. decoupling — 4 slides

Health after Covid19 — spending catch-up and transversal impact: expand public health quality and access — 3 slides

Policy-business nexus — strategic implications for Swiss business — 1 slide

=
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Chind’s FYPs: from self-reflection to reprioritizing ongoing policymaking on all levels

What is a Five-Year-Plan? 14th FYP is governed by 20 top-level KPIs
Historic and strategic self- Guidance instead of control Indicator 2020 2025  ponmudll o Attibute
reflection * FYPs today are not rigid Toxaapuininan
1 i i GDP Growth (%) ; and set annual
* Reviewing past achievements, frameworks Rl
calibrating development stage « Implementation relies Workforce Produ iy o 3P oty
and laying out future-oriented considerably on market and Category Urbanizatiol St
development concepts . |§C&| ggve(;n TUEE M¥ R&D Spending Growth (%) i&:ﬁg;’&%?‘&%%ﬂn‘Antlcipatory
ome binaing targets EDZ‘;:‘I’;"';QM Number of High-value Invention = Antcigatony
Whole_of-government approach p. Patents per 10,000 Population
« CCP defines overall strategic Issue-related focus and mega e unoesin ; oty
guidelines and vision projects , ,
. q L. . . : Disposable Income per Capita (%) el " | Anticipatory
* Extensive research and inputs +  Key p'I‘IOI‘ItIeS r\eedlng high A B = |Lithan Unemployment Rate (%) <5.5 |Anticipatory
from bureaucracy gttentlon anql intensive @é‘ A omanany . e
implementation efforts Number of Certified (Assistant) Doctors At
Recalibration and consolidation PiEbeing e o PR
Basic Old-age Insurance Coverage (%) Anticipatory
of eX|st!ng poI|C|gs Specification of. pol|'cy B b acs for ] . Anticipatory
* Positions ongoing and past * Overall FYP is boiled down \‘4 Life Expectancy Anticipatory
policymaking into a forward- to issue-/ industry-specific A= p : .
] . nergy Co?sumptlon per Unit of GDP [13.5] Obligatory
looking framework and regional plans Ecology oo le)

Carbon Dioxide Emissions per Unit of GDP [18]

Decrease (%) Obligatory

Percentage of Days with Good Air Quality in — Obligato
@ Cities at Prefecture-level and Above (%) gony,

No budget attached

* Ministry of Finance does not
prepare budgets to support
goals specified in the FYP i cton Capachy : Obligatory

20 Overall Energy Production Capacity
(hundred million tonnes of standard coal)

Percentage of Surface Water Reaching
Grade Ill or Above (%)

Security Forest Coverage Rate (%) Obligatory

Obligatory

Obligatory

Notes:
Source: Xinhua

1 1
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14t FYP with 19 chapters and 65 sub-chapters spread over 148 pages

Modernization

H #* goals
F— FELEREHSEVIARMERFER. o]
% AREH .
B g Innovation
FEE ZEA4
HE EHOFEDNERE smUEEREFHE 1
Fo¥ BOREESAHEAT 11
FAY RIS LHANES 14
FoA A EA e )
Fu¥ neArawsuns__ Industrial
H=F MRERASTFLER RAELXSHESFEE. .20
FaE AR EE NS 20
FAE SRR 23
Fh¥ RBRESLTRER . Dual
F+—% maasctaixasio..  Circulation
HENE EAREXEATE ARRAEES.... .33
FHo% HEEAAER 33
Gz AT A E R -
Frod RRRTEEAGKRE Digital
BER mEmTesR emsem. . cconomy
Fra¥ drdsFsfaitd 39
Ftmg mbrdrFiboRitda 41
Fried EEHsFasditke 42

I

Economic policy

Social policy

FHAE THRGHFLES. o
Socialist market

EAR AERUKE HREKE 7
FHak MAZETHIMA economy 7
Fot¥ RRSFLTHED 49
Fot—% RIARML AN 51
Fot=F RABAEHEEEA 53

B BHRURHAERR £ Rural 5
Fot=% RERLAFHI revitalization 5
Fotw¥ kg HERsS 57
FobAE AW S RALIAEIH. .59

Fotax¥® ERAERBRBRSCEARF S AHRCH M HE 61
BI\B ZTERREEAERE B

Soti mkenscs  Orbanization

FotA® Mz iE T 63
FotA® L@REARTIA 66

BB RUREBLFHE RiEX
FE+¥ AR EFRFLL

Spatial planning °?
and regional p

Frt—% FARARHET development !
FEt o BAFEEEIBE 7 o 76
FE+=% PHMBRESFSFERETM 79
BHE ARUSENEHTL B 2
4 e Culture
FatwE RHHL AL 2
FEHAEE RAMFITRE" | 84
BEFZAE RERRTEEARR il 85

£+—K EIREER BHASEAMERE
FEatE¥® RALAREMEPLABRME
I

Security/governance

Green
development

¥ HEgmis . 91
FEAAE i RF A6 %Y 94
TR RITESKTERFR . 98
gmte mwemxss  OPENINGUP %

Frot— fpaHid -2 o E AR

Fooat—F PSS EHEEEKRRE R

#+=E BEAERER R Education, health

Fuot=§ SEHAESH and aging _.104
FotwE c@psER e 107
ot EF SaERaes Ao FELE RS 110
PR MEREER RS AT 114
FotAat @rEEaR Employment, 114
Fwt+ib¥ zaxais  public services, s
Fwtadk ikads  social security L.m7
FotidE s EkHE  m 118
FAETFE REBkF FARERARAMEA. 120
FAEF—F ML AL ATENAE .12
F+EE KERZEMZE B Security 124
FEF=F MBREFEEL 124
FAEF=ZF RBALEESF T wi 124
FAEtwE p@EHodaedmBiEh 127
FATER MR - ..129
Military
FHAE  NREBRETR 131
FEYTAF RHGAHFET L CHFHE o 131
fa+E¥ RBEAGEAPEHFEARIRL 1%
F+HEE MEHLSINREIEREE BEEHEREEWE 133
il

FYP goals/governance

Governance
capacity

FELAE HBL2ARE
FEFAE S@AE e
fat® nEses  ONEcCOUNtY,

B0l = —mms (WO Systems

FAat—% BUAEXRPFARfARER—

BAAE IERIRES _
§x+z4+ mmzd IMplementation

FAtmE Hem—-wme

133
134
134

e 136
Fat— RES . RMEMEREE

FAataE ey EaE

136
137
139
139
139
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14th FYP is devised at a «historic» moment and puts forward a set of strategic shifts

Key influencing factors

10

Development imperative and avoiding the
“middle income trap”

Adjust investment-led growth model and address
overcapacities and high debt level

Ensure development towards 2"d centennial goal

US-Chinarivalry and geopolitics

“US containment and suppression as big threat”
CEEEFHTER—KRED)

“The world today is undergoing major changes
unseen in a century”

“Institutional confidence” (£IEB(3)

Covid-containment as “major strategic outcome”
China seen with “system advantage” (FlIE{L#)
East is rising, West declining” (‘ZRH7Af&" 2it2)

Xi’s consolidated power

19th CCP Central Committee’s 5" Plenum further
consolidated Xi's power, e.g. referring to Xi as
“grand navigator and helmsman” ({ZUSRRARERNE)

“non-codified ambition”, overall national strength raised sharply and major breakthroughs in core technologies

Key strategic shifts

o Domestic demand: strategic value of middle-class consumption
potential and “super-sized” domestic market

e “Large gravitational field”: new strategic rationale for opening-up

e “Data” as a new factor of production and digital economy

o Rediscovering value of China’s manufacturing base and
financial system to “serve the real economy”

e Human health and environment: new ecological balance,
public health and decarbonization

6 More use of market forces: e.g. factor liberalization,
capital market, anti-monopoly or evolved industrial policy
e New urgency for technological self-sufficiency (RHYBIZH®R)
9 Heightened security needs: food, data, energy, supply chain,
technology, overseas interests

9 Bolstering of state economy and role of SOEs to help
implement strategic priorities

@ New urbanization concepts (“metropolitan circles”) and
regional development strategies (“city clusters”)

14" FYP further devises long-term goals for 2035: entering forefront of innovative countries, doubling GDP as

sinolyftics



Dual Circulation (DC): leverage ‘super-sized domestic market’ as ‘new development pattern’...

China’s past growth heavily reliant on investment DC’s three building blocks envisioned by Chinese policymakers

China’s GDP composition (00-19) vs. benchmarks 0 Improve the “domestic |arge circulation”( Wj(ﬂzéﬂ;)

] T T - B « Continue the “SSSR” (more efficient and marketized state economy)
H 42 40 40 ), « Build a “single market” with reduced barriers and improved logistics
40 42 . . ona 0 . “ ”
il 45 47 471 46 46 46 43 o 42 44 03 * Improve financing capability of financial system for “real economy
| | [} L L @ Strategy to “expand domestic demand” (¥ KRZELLER)
« Consumption: grow the consumption share by reforming social and Hukou
policies, expand services and rising wages via higher labor productivity
/ /15‘ . * Investment: focus on more selective and higher-return investment projects
MusteBas ™ such as “new infrastructure” or “new urbanization”
17 1 16 =L N 15 15 1516 16 16 16 . - .
R « Governmental expenditure: control budget deficit and rebalance fiscal

16 16 17 17

31134/36]35]33 expenditure towards social welfare

21]20[23?" 24[26,2112525124]22150[ 5011 o1 7
/ @ Domestic and international cycle synergies ({Z#EHERFRNER)
IIIIIF N RN
-1C 1E 2C, 17-18-18-16

+ “Balanced import-export development”: import of high-value consumer
goods, technology, key equipment, energy and resources, while increasing
service export and export value-added

5.98-28.08-27-25;2%-23-24-23:22-22, -1€-

2000 2002 2004 2006 2008 2010 2012 2014 2016 2018
« Two-way investments: attract more foreign capital, also conditioned to

_ _ domestic needs (high-tech, inland regions, science projects), and continued
|:| Investment - Private consumption |:| Governmental - Export - Import “going out” of Chinese services, brands and technologies

DC as renewed, demand-stressing political signal to domestic audiences to accelerate market reforms and transition to consumption- Ied growth




.. in line with UNCTAD's call for adjusted economic development strategies post-Covid

UNITED NATIONS

UNCTAD

INTERNATIONAL PR{
BEYOND THE PAI

TRADE ano
DEVELOPMENT

REPORT 2020

FAOM GLOBAL PANDEMIC TO PROSPERITY FOR ALL:
AVOIDING ANOTHER LOST DECADE

UNCTAD reports from 2020

12

Key trends affecting international production and trade:

« Pandemic and supply chain concerns

« More economic nationalism

« Sustainability trends

« Transformation of production (e.g. additive manufacturing)

“Old development strategy”

»  “Their [developing countries] development and industrialization strategies have
depended on attracting FDI, increasing participation and value capture in GVCs, and
gradual technological upgrading in international production networks.”

i

“New development strategies”

« “A degree of rebalancing towards growth based on domestic and regional demand
and promoting investment in infrastructure and domestic services is necessary.”

« “[...] world economy being a closed system, not all countries can experience net export
surpluses [...] the net-export model cannot be ‘the’ widely recommended recipe”

S| sinolyftics




Xi’s guidance on “resilience”

Beyond rebalancing growth model, China’'s development model shall also be made more resilient

Corresponding policy priorities

13

From Xi’s speech in the 7" meeting
of the CCP Commission Economy &
Finance on 10" April 2020

“The industrial chain and supply chain cannot be
dropped at a critical moment. [...] This epidemic is a
stress test under actual combat conditions.”

“[...] we need to build an independent, controllable,
safe and reliable industrial chain and supply chain,
and strive to have at least one alternative source for
important products [...].”

Retain China’s central role in industrial and supply chains and
preserve “critical links” domestically

Tighten foreign dependencies on China’s most competitive
manufacturing sectors and capabilities

Diversify import sources and supply chains

Leverage trade relations with BRI partner countries to make
supply chains more “secure and stable”

Accelerate S&T and industrial policies to reduce dependence on
foreign critical inputs

Build domestic industrial backups to allow “self-circulation” (B¥k
f&ER) in “critical moments”

S| sinolyftics




In parallel, 14t FYP signals changes to the “BRI” and broadens the trade policy toolbox

Belt and Road Initiative

Trade policy priorities

« Various “slowing down factors”

» Geopolitical tensions, rising debt levels in BRI countries
and fiscal expenditure conflicts with “domestic market”

« Stronger thematic focus and geographic rescaling

» Instead of comprehensive connectivity, shift to sectoral
priorities in digital, health and finance

« Focus on ASEAN and Central Asia region with continued
excess capacity export, as well as more FDI and trade

 More attempts to make BRI projects more sustainable

« Stronger mobilization of private capital, multilateral
financing, debt sustainability framework and green
bonds

14

Follow-through on RCEP for regional economic integration
* Regional value chains, offshoring and industrial upgrading
Further build-out of FTA network
» Exploration of CPTPP, priority on SK-JP-PRC and FTAAP
» Increase trade with neighbor countries

Cross-border e-commerce and services export, esp.
manufacturing services

« Government-backed e-commerce clusters (e.g. Hangzhou)

« “Going global” of professional services (supply chain mgmt.,
consulting, law-firms etc.) with manufacturing OFDI

“Next level” trade promotion

» Use of digital technologies (AR, VR), export alliances, SOE
export readiness and support for SMEs

« Manufacturing-logistics nexus, e.g. warehousing capacities in
coastal areas

New autonomous trade instruments

« Export control regime, unreliable entity list and “blocking
statute” to combat foreign sanctions

S| sinolyftics




“Data as a factor of production” — increased data access and data governance

14t FYP: data as a factor of production

& GCCAC 2018 Yu Shiyang,
Wbl Director of the Big
’ Data

Development
Department of the
National
Information Center

"If oil is the core resource in the era of
industrial economy, then data is the most
important strategic resource in the era
of digital economy."

« Data was defined as a factor of
production in 2019

« 14" FYP aims to “build a mature
national public data resource
system”

15

Establishing a data trading market

Key implications

« Jan 2021 policy “Action Plan for Building a High-Standard
Market System” aims to build data market so data can be
priced and traded like regular commodities

* “Guiding Opinions on Development of Industrial Big
Data“ foresees national data value assessment system

Data integration and data sharing

* Policymakers aim to address problems of data islands
within bureaucracy and market governance

* 55% of provinces have established open data platforms

* 14th FYP intends provision of more public data for health,
weather and traffic

Data governance

* Increasingly comprehensive personal data and overall
cybersecurity regime

» Data ownership still an unclarified point in data governance

» Shenzhen government triggered huge controversy in 2020 by
attributing non-personal/-individualized data to state ownership
in interesting move declaring it “public good”

Companies (incl.
FIES) in China will
have more access
to public data for
loT, Al algorithms, or
market analytics

Foreign companies
need to start
thinking about how
to leverage data
trading possibilities

Foreign companies
may face
limitations in trade
for important or
sensitive personal
data

Monitoring of data
categorization and
data access
recommended

S| sinolyftics




Anti-monopoly will revitalize competition among internet platforms — new opportunities to arise

Government tackling monopolistic behavior

¢ 14" FYP with 1st time prominent chapter on anti-
monopoly under the “High Standard Market”

* On7Feb, 2021, the SAMR issued the finalized
Anti-monopoly Guidelines for the Platform
Economy to prevent and stop monopolistic
behavior in the platform economy

* Guidelines put new pressure on internet giants,
esp. in e-Commerce and FinTech

Gome Amazon China
Vip.com \_| Yihaodian

Suning 0,2% —Dangdang

Pinduoduo

JD.com (16 304 0,7%

Alibaba landmark case — benefits expected

ERGHEHERESRTHRATARES
Emmit (2021) 285
—. HEARFWHR
HPEA: MEBBREARRERAE

{£ Fr: FEBEDIAFESBFFakCapital Place—Hi41%

Alibaba Group was fined 2.75bn USD for anti-
monopoly violations on 9™ April 2021

SAMR concluded that Alibaba’s actions “eliminates
and restricts competition in China’s eCommerce
platform service market”

Key monopolistic behaviors were established as :

* Ali’'s market share exceeding 50%, abusing
other operators’ dependence on Ali

*  Prohibiting on-platform operators to open
stores on other competitive platforms

+ Harming the interests of consumers
i

Key implications

Foreign players likely
to have more
options for B2C/B2B
e-Commerce

In this, they will be
able to partner with
smaller and
specialized players

However, devising
effective digital go-
to-market approach
will require more
resources

Recent policies
encourage foreign
investment access
in cross-border e-
commerce

Alibaba “The anti-monopoly law marks a ‘new spring’ for smaller
players and start-ups, with a hundred flowers blooming” —
iYiou blogger “A Xing*

BEAMFE ST RZER SISERTHAEE
16 S| sinolyftics

Market share of eCommerce platforms in China, 2020




Opening up of the digital economy still with substantial headroom

Business type

License needed Accessibility

Opening up support

Remaining barriers

Cloud services

Foreign players: X
Not open to foreign

Internet Data
Centre Service

(B22)
Macao (50% cap)

investment excl. HK and

In CAl negotiations, China has agreed that
EU investors can participate in cloud service
investment a 50% equity cap

EU investors can potentially invest
in cloud services with equity cap
depending on CAIl agreements

Pending conclusive clarifications

Foreign players: &/

EDI License (B21) kg cap lifted in Neg.

List for eCommerce

Hainan FTP negative list removes
restrictions for foreign investment access
in expanding cross-border e-Commerce
activities

Fully accessible for foreign players
and investors with correct licenses

2020 Catalogue of Encouraged Industries
for Foreign Investment listed 5G R&D

Foreign firms likely to only be able
to provide service as contractor
with local players

Spectrum 5G
license Foreign players: X
Foreign players: «/
ICP Filing with Chinese business

license

Open for foreign firms with a Chinese
business license

Fully accessible for foreign players
and investors with correct licenses

Information
Service business

Foreign players: \ X
B25 ICP licenses face

50% cap, some areas
forbid foreign equity

Foreign firms can only conduct
information service business in
partnership with local firms, and
license difficult to obtain in reality

Internet
Connection
Services

17

Foreign players: \JX
Not open to foreign

investment excl. HK and
Macao (50% cap)

Internet Service
Provider (ISP
license)

British Telecom became 1st foreign firm to
procure nationwide ISP license to provide
internet connection services in 2019

X = foreign enterprises cannot apply for licenses

License for internet connection
services difficult to obtain in reality

KX ° partially open for foreign enterprises, challenges remain E Si noly‘l‘ics

</ = foreign enterprises and/or JVs can technically apply for licenses




Intensification of climate policy with decarbonization as priority

Current: China has a large impact on global climate

»  China continues to be the largest CO, emitter in the world
» Despite massive investment in renewable energy, China remains
heavily reliant on coal as primary energy source

China‘'s CO, emissions per capita have risen to the level of the EU

=
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CO, emission per capita in 2018 (in metric tons)

China’s path to carbon neutrality:

What to expect: Carbon neutrality scenarios
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12000 Source: Tsinghua University, Prof. Zhang Xiliang
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—2060 Carbon Neutrality=—2050 Carbon Neutrality
2070 Carbon Neutrality—Business-as-usual

>

Now 2025

Carbon Peak 2030

?

Carbon Neutrality 2060

O Active role in global climate policy

® c 0, reduction as key objective to 2020) — no absolute carbon target

20% non-fossil energy sources in total

© Market-based instruments energy mix

18% decrease in carbon intensity (comp.

65% decrease in carbon intensity
(comp. to 2005)

25% non-fossil energy sources in total
energy mix

@ Action plan for 2030 peak

18 Y

Non-fossil fuels include renewable energies and nuclear power according to Chinese definitions
Data Sources: UNFCCC, Climate Tracker, Statista; Image source: FT

=
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Chind’s climate measures offer opportunities for decarbonization measures by MNCs

MNC Global Operations MNC China Operations China Carbon Policy
Firm’s CO, Emissions by Scope Measures already taken Chinese Gov. Measures
Emflssmns Manufacturing @ National Emission Trading System (ETS)
rom-— operations Low
manufacturing
”””””””””””””””””””””””””””””” 8 Pilot ETS
fEm'SSIOnS Plurc;f;_a_séed » Power-purchase agreements for
rom power clectncity renewable electricity Direct Power Purchase Agreement (PPA)
Green electricity certificates (GEC)
Sourcing |ngredient@ Medium * Purchase of Green Energy
Certificates
Electrification of transport
B e P
indirect : : :
o Packaaqin : » Sustainable packaging ) )
emissions Produgtsg @ High - Investment to replace virgin Diesel Truck Pollution Control
plastics
Managing Logistics Unified Green Product system
Travel and Employee@ Low
Commuting Strict plastic regulation
Off-settin Remove carbon from L Certification f tainabl duct
g atmosphere ow ertification for sustainable products
@ = Estim. share of MNC'’s Carbon sink trading
total CO, emissions

19 S| sinolyftics




Benchmark for reducing carbon footprint: Apple Green Power plants (solar, wind)

20

Apple’s Goal: 100% RE for all China operations
by producing power needs of Apple retail stores, offices and data storage
facilities in China with RE plants. Key strategies:

"\“‘ annﬁmeﬂ%m
« Direct investment in Chinese RE company £ MIBRHeEEERERAR

(—  SICHUAN SHENGTIAN NEW ENERGY DEVELOPMENT CO., LTD

SUNPOWER’

» Cooperation with Chinese Partner

« Sino-foreign JVs to build/operate plant

* Invest via own China Green Energy Fund

«  Commit suppliers to 100% RE via Initiative @ COMPAL

China Green Energy Fund

Goal: Develop and finance clean energy projects totalling more than
1 GW of RE in China

*  Fund managed by DWS Group

* So far, Apple has announced to invest USD 300 mio. in RE
projects in China in partnership with numerous suppliers

* Manufacturing partner in China can invest in green energy
projects via fund

* 10 suppliers have already committed to Fund

RE Plants in China with Apple investment (Selection)

Plants operated in cooperation with Chinese RE companies:

A | CONCORD &8 .
c \\ E A mIBREEEARERAT S AL R
f,; '=— SICHUAN SHENGTIAN NEW ENERGY DEVELOPMENT CO., LTD \

ENERGY —2 PENGHL A E N RGY

Inner Mongolia
» 3 Solar farms (170
MW)

Sichuan Province
» 2 Solar farms (80 MW)

Hubei Province

Hunan Province « Wind farm (38 MW)

* 2 Wind farms (96 MW)

S| sinolyftics




Made in China 2025's mixed results so far triggered a “new realism” in China’s S&T thinking

China reached MiC25 substitution
targets only in some areas

[_] Actual market share in 2020 [ ] 2020 market share target

Industrial software (ERP)  |25%)] | 30%

Industrial software (MES) | 30% | 30%

Industrial robots 39% 50%

Integrated circuits 6% 58%

New Energy Vehicles 80% 80%

Power transmission 90% 90%

High-end med tech  10% 60%
'_I—

Sources: MIIT, IC Insight, Tianfeng Securities, Shenzhen Gaogong, LeadlLeo

21

Automation of industries started,
but still way to go

|
National 14%
N
6% 5%
[ [
Automotive 55% 22% 13%
| |
10%
T 1
I
12%
Electronics 15%

10% 9%

Special equipment

General equipment

3% 3%

I 1: First steps of digitalization

[ 2: important production steps are standardized and digitalized

[ 3: Coordination between important production steps within and outside own area

[ 4 und 5: Knowledge and model based optimization of activities

Self-sufficiency is not a
“straight way forward”

Miao Wei F1F
Former Minister for
Industry and
Information Technology

It will take at least 30 years to

achieve the goal of becoming a
manufacturing superpower. [...] Basic
capabilities are still weak, key core
technologies are restricted by others,
and the risk of choke points and
supply chain disruptions have , ,
increased.

S| sinolyftics




Industrial and innovation policies become more selective and market-based under the 14t FYP

More selective industrial and innovation policies

22

State will target critical “bottleneck” technologies, which
could disrupt China’s national development, and “trump
card” technologies, to use as leverage in case of tensions

Against backdrop of mixed ownership reform to make SOEs
more efficient, SOEs remain an integral part of China’s efforts
to catch up technologically (e.g. with explicit R&D spending
goals from SASAC)

China’s subsidy policy will become more selective even in
strategic sectors where Chinese companies are not yet
competitive

China Standards 2035: Chinese policymakers give industry
leaders greater standard-setting powers, while maintaining
influence for strategic sectors (e.g. IC Standardization
Committee)

Leveraging more market-based tools for strategic objectives

®

2,5
2,0
1,5
1,0
0,5
0,0

i

\ ’
)
4 ] A )

Optimization of Industrial Guidance Funds to leverage
public funds to steer private capital into strategic priority
sectors (esp. MiC25)

Total volume of funds (in th RMB)

191 211 215

’_‘ 1,57

0,10 0,16 B
008 040 D48 080 ||
2012 2020H1

Increased use of technology stock exchanges, such as
STAR Market or ChiNext, to fund innovative start-ups, while
signaling priority sectors (esp. “hard tech”)

14 FYP prioritizes strengthening intellectual property
rights through higher penalty and compensation fees and
better training for judges in competition courts

S| sinolyftics



Domestic and international standard-setting as effective tool to support domestic companies

Foreign IP dependence drives national standardization ambitions

General license fees paid by Chinese Major concerns of Chinese
companies 2005-2019 (in bn USD) policymakers

40 -

30 A

20 A

10 A

+548%
1 ¢ Being “late to the game” of
— setting standards has cost

Chinese firms substantially in

0

standards viewed as potential

licensing fees
* Reliance on foreign
g national security risk
AN

2017
2019

3 major goals pursued through standardization

Industrial policy tool to boost effectiveness of R&D and
avoid redundancy through setting clear standards

Internationalizing domestic standards to capture markets
abroad without adopting foreign standards

Protecting infant markets by excluding foreign-designed
standards

23

Example: standardization dynamics in semiconductors

*  MIIT announced establishment of National IC Technical
Standardization Committee (2E&EKBEBINENRAZRS
led by the China Electronics Standardization Institute (CESI)
and guided by MIIT

"@ SEISKBEITEURAZREERAT

* 90 entities from the private sector as well as academia
have joined to establish common domestic standards
\ VAN = ut W {E R
i SM@ 2 nuawer ) TEEE [N S

TSINGHUA UNIGROUP

mrs%com amec@ ZTE Tencenit &R "\Y74

« CESl argues the need “Rapid development of Chinese IC
for domestic standard  industry over past years outpaced
framework: current standardisation framework
@] IS Ami SRS A in semiconductor design, test,

CESI CERTIFICATION CO.,LTD. paCkaging, and MEMS Set by the
International Electrotechnical
Commission (/IEC).”
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High-tech FDI encouraged and various options to engage in Chind’s innovation system

China encourages innovation-relevant FDI in high-tech

ST AR R VIR S »EXpanding investment in strategic
EE RS aISKiBiESER | emerging industries and fostering
the growth of new growth pole“

REE (2020) 14095

* New NDRC guidance to increase funding to Strategic
Emerging Industries (SEI)

« Further reduction of negative list especially to capture more
foreign investment for SEI

S LI H o »Encouraged foreign investment
(2020 42) catalogue*

* New catalogue from 2020 features 1’350 industries compared
to only 121 in 2017, esp. including high-tech industries (e.g.
circuits/chips, Al, cloud computing, autonomous vehicles, 5G)

» Benefits from projects in encouraged sectors:

» Tariff exemptions on imported equipment
» Preferential land prices
» Looser regulation on land use

24

Foreign firms can engage in China‘s evolving innovation system

Key avenues observed of FIEs accessing local innovation resources

Acquisition of research
personnel

Corporate venturing

Cooperation in basic and
applied research

2
Establishing R&D centers

3 Participation in state funded

projects

Inclusion in tech parks /
incubator

Commercial cooperation to
localize products

Observed examples

BOSCH

HESAI

Beijing’s Two Zones

IEERHARBRXTFENR (ItRmHBHSER R ER
BRRAGEXNE) A9ER]

National and local international
Innovation cooperation

Shenzhen-Israel R&D Program - 11th Call for Proposals

Ml Shenzen -\
Israel |- B

Call for < Ef s

_Proposals {4’
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US-China trade-war: export restrictions are increasingly a business reality

Trade control instruments

Targeted commercial activity

Selected tech / companies of control

Commerce Control List
(de minimis rule)

Export or reexport of a good
consisting of at least 25% of
export-controlled US components
or technology to China

Select examples:

Machine tools (e.g. for turning, grinding, milling)
Cutting machines (gears)

Finishing machine (gears)

Superplastic forming tools, dies, molds or fixtures

Entity List
(de minimis rule and foreign
direct product rule)

Export or reexport of a good
produced from US technology
or software (for selected goods);
or consisting of at least 25% of
export-controlled US components
to sanctioned Chinese firms

Select examples / full list 200+ Chinese firms:

Huawei + CETC * Northwestern
CSET « CSSC Polytechnical
CASIC * HikVision University
CICIEC *  Megvii

* Export Control Law

25

Export of technology resulting
from R&D investments or
partnerships with Chinese
companies out of China

Select examples:

Agricultural machinery manufacturing equipment
IC manufacturing equipment

Basic common technology of machine tool industry
(e.g. functional safety)

Application technology of construction machinery
(bulldozers, excavators etc.)

S| sinolyftics




The 14th FYP aims to make public health more affordable, accessible and higher quality

Business implications

: : : : th .
Key policy drivers  Policy shifts from the 14t FYP New addition pp Accelerated move Pharma SV
P Overall rising public expenditure on health, Healthy China 2030 implementation and tiered Q c
E healthcare reform to increase quality supply in lower-tier cities and the countryside
(= )
Improve P> Development of multi-party payment system and commercial health insurance (+] @
public health
quality and National level support for medical product procurement reforms, esp. National Reimbursement .Q . Q
access :
Drug List and Volume-based procurement Q
M Primary and elderly care reforms driven by demographics and life expectancy [+ [+
P» Industrial policy bolstering local champions, but international players key to supply chain securit)q . 0
o
E pp Policy dynamic to ease approvals and incentivize innovation for serious diseases and innovative Q Q
MedTech, e.g. extension of local pilots in Hainan Boao Lecheng, Guangdong
Encourage
!ndlgengus M Marketing Authorization Holder creates flexibility for IP-holders, but IP concerns remain ‘0 ® L
Innovation
Development of digital health and medical data sharing (especially in R&D) as well as increased ‘Q . Q

usability of Real World Data (RWD)
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Q Deep-dive @ Opportunities @ Challenges
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Deep-dive #1: VBP achieved significant spending cut, but innovation outcome yet to be seen

VBP mechanism and objectives Price cut achieved albeit quality concerns remain Key implications
+ China’s 14" FYP made explicit mention of « Significant price decrease achieved: by end « VBP linked with national
Volume-based Procurement (VBP) calling to 2020, the VBP has saved medical insurance fund drug reimbursement list
promote usage reforms and develop high- accumulatively 100 Billion RMB in pharma (NDRL): latter offering
end medical devices expenditure window of opportunity for
« Following price control concepts in OECD innovative firms before VBP

« Quality remains a public concern as brand-name kicks in
drugs have been seen withdrawing from later
batches of VBP bids and foreign pharma question
rigidity of quality enforcement (EUCCC)

countries, VBP has been trialed in China
since 2018 covering pharma and high-value

: * Increased competitiveness
medical consumables

of generic drugs

o By end 2020, almost Civery prOVinC.e has e Reduced bargaining power
In.VO|Ved in VBP— a tle-red, regularlzed VBP VBP trials 4+7 1st ond 3rd due to increased price
will be expected in coming years Won by brand- , , - ; transparency among
» Two key policy goals of VBP: name _ provinces
& Affordable healthcare \é\:ﬂn by generic 53 18 28 53 * Margin erosion challenges
. g : investment in R&D and
* Reduce fiscal budget pressure on Total No. Bids 25 25 33 56 quality control
healthcare spending
o Viere sfEreEble e e Ta a (s « Shrunk profit margin disrupts brand-name * Lowered medical spending
aging society companies’ strategy and capacity for R&D used to expand public

i healthcare coverage
creating long-term
* Incentivize companies to innovate opportunities
prescription drugs by lowering prices
of outdated ones
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Deep-dive #2: indigenous innovation push; continued room for foreign MedTech firm

28

Strong push for indigenous innovation

National efforts to foster local champions

MIIT laid out ambition to cultivate 6-8
domestic medical equipment
manufacturers among global top 50 by 2025

State Council underscored indigenous
innovation of high-end medical devices in
its March 2021 revision of the “Regulation
and supervision on Medical Devices (EEf7 2§
M EETE4/)” including new R&D
measures

.. echoed by local governments measures

Local government will use financial tools to
support domestic suppliers in high-end
medical equipment and build industry
clusters

29 provincial governments incl. Guangdong,
Zhejiang and Hubei increased quota for
hospitals to procure local innovative
products.

International firms still important

Key implications

Local policies are key for high-end medical

device accelerated imports

* Hainan-Lecheng and GBA pioneers for
importing urgent clinic supply with streamlined
approval process.

Localization of imported medical devices

* A 2020 NMPA notice encourages foreign
MedTech firms to move production chain to
China by e.g. simplifying domestic registration
for imported Class II/lll devices or IVD products

Trade policy to secure supplies
RCEP decreases tariffs for MedTech

Tariff promise to Japan Base Year 1 | Year
under RCEP rate 5
Electro-cardiographs 5% 0% 0%
B-ultrasonic diagnostic 7% 6.4% 3.8%
equipment

Magnetic resonance imaging 4% 3.6% 2.2%
Artificial teeth 4% 0% 0%

More streamlined
administration for
international MedTech
companies willing to localize
production chain

Import fast-track in
designated pilots (Hainan)

Fastened regulatory
moves to protect IP holders

Mid-term increase of
competitiveness of
Chinese suppliers

Uneven access to local
government subsidies for
R&D

S| sinolyftics




Policy-business nexus: Strateqgic implications from Chind’s evolving political economy

New strategic and risk-aware thinking on Chinese market and economy

« Acknowledge fundamental policy forces (e.g. regionalization, cyber sovereignty and technological self-sufficiency) at play and continued
development of the “socialist market economy” guided by long-term development and political objectives

+ China’s strategy is the “long game” of becoming the world’s largest economy by end of 2020s, for this: the Chinese market will further open
up, partially conditioning FDI to its needs, improving the business environment, while some behind-the-border challenges will persist

* Market share or niche? From tactical to strategic growth in China’s “super-sized” market: out-innovate, out-compete or long-term utility?
« More HQ and China subsidiary synchronization on strategy making, investments as well as challenges and opportunities

Seize strategic opportunities in China’s market
« Capture more household consumption (via downstream demand) as well as more private and more marketized public investments

» Against background of regional economic integration in the Asia Pacific, explore how to leverage China’s growing free trade network,
BRI-based connectivity and continued “going out” for strategic BD or exports out of China

* More bi-directional in your value proposition: leverage your “global resources” and your cross-cultural management advantages
« Shoot reasonably high with your “digital ambition”: cooperate with new internet platforms and embrace China’s (cross-border) e-commerce
* Leverage “meritocratic” aspects and ensuing benefits of China’s increasingly mature regulatory governance systems (esp. CSCS)

Review your business model and functional capabilities

* Onshoring manufacturing, R&D (tapping China’s innovation ecosystem), expansion to services and China-based export capability
« Strengthen PGA and market intelligence to better anticipate policy dynamics and impacts on your business’ underlying value drivers
« Strengthen your partnering and integration capability to strategically, yet effectively leverage local cooperation and partnerships
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Thank you for your time and interest!
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