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The People’s Bank of China (PBoC) prescribed deposit and lending rates have
created vast distortions; subsidising borrowers and limiting credit to private
enterprises

PBoC 1l-year Deposit Rate, Ceiling & Floor (%) PBoC l1l-year Lending Rate, Ceiling & Floor (%)
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Source: The People’s Bank of China and J.P. Morgan Asset Management; as of 25 August 2015.
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The range of available instruments for investing short term cash has expanded

dramatically for both retail and institutional investors

Retail & corporate investment options Institutional investment options
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Source: J.P. Morgan Asset Management and Standard Chartered; as of 31 December 2014.

2 | FORINSTITUTIONAL/WHOLESALE/PROFESSIONAL CLIENTS AND QUALIFIED INVESTORS ONLY — NOT FOR RETAIL USE OR DISTRIBUTION

JPMorgan

Asset Management




Chinese government, PBoC & regulators remain committed to interest rate
liberalization — a key structural reform

Entity Policy Change Potential Impact

= Deposit Protection Guarantee = Removes implicit government guarantee
Government introduced in May 2015 = Introduce concept of risk
= Bankruptcy Legislation = Allow banks to default

m Credible benchmark target rate = Market driven interest rates
PBoC = Remove credit & loan quotas m Effective price signal transmission
= Reform reserve requirement ratio = Re-evaluation of counterparty risk

= Harmonise regulations m Increased competition & innovation
Regulators m Broaden access to markets m Improved supervision & transparency
m Encourage wholesale issuance m Better depth, breath & liquidity of markets

The consequences of full interest rate liberalization will be momentous.
Interest rates will likely increase but so will uncertainty and instability....

Source: J.P. Morgan Asset Management; as of 31 December 2014.
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Removal of implicit government support requires the re-evaluation of counterparty
risks and investment policies

Impact on Different Asset Classes

= Weak government support
m Poor profitability & fundamentals
= Very low credit quality

= Government bonds
m PBoC T-bills & Policy Banks
= Remain highest credit quality

Lower Tier

Government

Bonds Banks Products

m Significantly higher risk
m Assess issuer quality
m Assess underlying asset quality

m Strong government links
= Still systemically important
= Will retain high credit quality

Shadow Banking
Products

Big-5 Banks

Products

m Assess fund rating & track record
m Assess fund manager capabilities
m Transparency of holdings

m Lower government support
m Weaker fundamentals
= Lower credit quality

Second Tier Money Market

Banks Products

Funds

Source: J.P. Morgan Asset Management and Standard Chartered; as of 31 December 2014.
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IMPORTANT INFORMATION

NOT FOR RETAIL DISTRIBUTION: This communication has been prepared exclusively for institutional/wholesale/professional clients and qualified
investors only as defined by local laws and regulations.

This document has been produced for information purposes only and as such the views contained herein are not to be taken as an advice or recommendation to
buy or sell any investment or interest thereto. Reliance upon information in this material is at the sole discretion of the reader. The material was prepared without
regard to specific objectives, financial situation or needs of any particular receiver. Any research in this document has been obtained and may have been acted
upon by J.P. Morgan Asset Management for its own purpose. The results of such research are being made available as additional information and do not
necessarily reflect the views of J.P.Morgan Asset Management.

Any forecasts, figures, opinions, statements of financial market trends or investment techniques and strategies expressed are those of JPMorgan Asset
Management, unless otherwise stated, as of the date of issuance. They are considered to be reliable at the time of writing, but no warranty as to the accuracy, and
reliability or completeness in respect of any error or omission is accepted. They may be subject to change without reference or notification to you.

J.P. Morgan Asset Management is the brand for the asset management business of JPMorgan Chase & Co. and its affiliates worldwide. This communication is
issued in Hong Kong by JF Asset Management Limited, or JPMorgan Funds (Asia) Limited, or JPMorgan Asset Management Real Assets (Asia) Limited.

Copyright © 2015 JPMorgan Chase & Co. All rights reserved.
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