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RISK #1: Negative headlines regarding slowing growth and increasing volatility,
weighted on investor sentiment
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Inflation remains close to a 5-year low, however in recent months the PBoC has
refrained from cutting policy rates, instead favoring open market operations
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On an optimistic note: China remains one of the fastest growing countries and the
economy is rebalancing towards more stable growth
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Growth vs. Global Country Weight
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RISK #2: CNY is no longer a one-way bet: SDR inclusion and the focus on
managing vs. a basket suggests increased usage but also more two way volatility
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CFETS Index vs. USD/CNY
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RISK #3: Regulatory changes offer challenges — and also opportunities
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RISK #4: Interest Rate Liberalization has happened: What’s next?

PBoC lyr Deposit Rate Range

Liberalized Deposit Rates

NCD, Shibor & TD Rates

o0 4.5% - ——PBOC benchmark 7.0% -
) ——PB0oC 3mth Rate
——Average of big 5 banks
4.5% - 4.0% . o ——PBoC 3mth Rate (1.5x)
—— Average of national joint-stock banks 6.0% - .
9 . — 3mth Shibor
4.0% + 350, @ ——Average of local commercial banks
' ——3mth NCD
3.5% - 5.0% -
3.0%
3.0% -
2.5% 4.0% 7
2.5% -+
2.0% 2.0% 3.0% -
o 0 7
1.5%
1.5% - 2.0% -
0,
1.0% - Co
1.0% -
0.5% - 0.5%
0.0% - 0.0% w w w w w x \ 0.0% x x
2000 2003 2006 2009 2012 2015 o/n 3mth 6émth 1yr 2yr 3yr 5yr Aug-14 Aug-15 Aug-16
Source: Bloomberg & J.P. Morgan; as at 31 August 2016.
|
JPMorgan

| FOR INSTITUTIONAL/WHOLESALE OR PROFESSIONAL CLIENT USE ONLY | NOT FOR RETAIL DISTRIBUTION

Asset Management



Interest Rate Liberalization has happened: What’s next?

China’s future policy framework
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RISK #5: Credit risks are increasing...

Chinese Domestic Corporate Debt lyr Credit Spread - Sovereign and AAA Corps
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Corporate issuers’ credit profiles are deteriorating and non-performing loans are
Increasing

Corporate Debt Affordability Commercial Bank Non-Performing Loans
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Credit risks are compounded by inconsistent domestic ratings which have created
a false sense of security
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The number of defaults has increased as the Government’s willingness and
capacity to support the system has decreased...
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Source: Wind & J.P. Morgan Asset Management. The lower (Cement) (transportation)
rows in the boxes are sectors (in brackets) and outstanding 7,100mm 940m
bonds at time of defaults. The charts only illustrates defaults
on public bonds, not including private placement bonds,
bonds guaranteed by 3™ parties, or bonds issued through
the SME program.

JPMorgan

| FOR INSTITUTIONAL/WHOLESALE OR PROFESSIONAL CLIENT USE ONLY | NOT FOR RETAIL DISTRIBUTION Asset Management




To minimize credit risk, investors should...

Focus on Standalone Profile
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Source: J.P. Morgan Asset Management; as at 31 August 2016.
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However, not all government support is equal...

Different Governments Receive Different Supports
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Disclaimer

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.

The views contained herein are not to be taken as an advice or a recommendation to buy or sell any investment in any jurisdiction, nor is it a commitment from J.P. Morgan Asset Management or any
of its subsidiaries to participate in any of the transactions mentioned herein. Any forecasts, figures, opinions or investment techniques and strategies set out are for information purposes only, based
on certain assumptions and current market conditions and are subject to change without prior notice. All information presented herein is considered to be accurate at the time of writing, but no
warranty of accuracy is given and no liability in respect of any error or omission is accepted. This material does not contain sufficient information to support an investment decision and it should not be
relied upon by you in evaluating the merits of investing in any securities or products. In addition, users should make an independent assessment of the legal, regulatory, tax, credit, and accounting
implications and determine, together with their own professional advisers, if any investment mentioned herein is believed to be suitable to their personal goals. Investors should ensure that they
obtain all available relevant information before making any investment. It should be noted that investment involves risks, the value of investments and the income from them may fluctuate in
accordance with market conditions and taxation agreements and investors may not get back the full amount invested. Both past performance and yield may not be a reliable guide to future
performance.

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 by the following entities: in the
United Kingdom by JPMorgan Asset Management (UK) Limited, which is authorized and regulated by the Financial Conduct Authority; in other EU jurisdictions by JPMorgan Asset Management
(Europe) S.ar.l.; in Hong Kong by JF Asset Management Limited, or JPMorgan Funds (Asia) Limited, or JPMorgan Asset Management Real Assets (Asia) Limited; in India by JPMorgan Asset
Management India Private Limited; in Singapore by JPMorgan Asset Management (Singapore) Limited, or JPMorgan Asset Management Real Assets (Singapore) Pte Ltd; in Taiwan by JPMorgan
Asset Management (Taiwan) Limited; in Japan by JPMorgan Asset Management (Japan) Limited which is a member of the Investment Trusts Association, Japan, the Japan Investment Advisers
Association, Type Il Financial Instruments Firms Association and the Japan Securities Dealers Association and is regulated by the Financial Services Agency (registration number “Kanto Local
Finance Bureau (Financial Instruments Firm) No. 330”);; in Australia to wholesale clients only as defined in section 761A and 761G of the Corporations Act 2001 (Cth) by JPMorgan Asset
Management (Australia) Limited (ABN 55143832080) (AFSL 376919); in Brazil by Banco J.P. Morgan S.A.; in Canada by JPMorgan Asset Management (Canada) Inc., and in the United States by
JPMorgan Distribution Services Inc. and J.P. Morgan Institutional Investments, Inc., both members of FINRA/SIPC.; and J.P. Morgan Investment Management Inc.
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