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Our outlook for the banking industry is stable. This outlook expresses Fareast Credit’s expectations for the fundamental

credit conditions in the banking industry of China over the next 6 months.

Summary of Opinions

Our outlook for the banking industry is stable, reflecting our expectation that the overall scale of the banking industry will
keep growing, and the provision coverage ratio and the capital adequacy ratio will steadily increase and the overall asset

quality will show no significant decline.

We believe that the overall asset-liability scale of the banking industry will keep growing in the second half of 2019, and
growth rate will remain at the same level of the first half of 2019. Under the severe internal and external pressure of
domestic economic development since 2018, the Chinese government and relevant departments have promulgated various
fiscal and monetary policies to stabilize domestic economic growth and withstand the external shocks, and the effects of
relevant policies have gradually emerged. The above-mentioned policies combined with the “Opening-up Effect” have
significantly driven the year-on-year growth rate of the asset-liability scale of commercial banks since 2019. Fareast Credit
expects that the probability of China's fiscal policy and monetary policy turning in the second half of 2019 is not high. We
believe that the economic stability policies will still provide a favorable external environment for the business development
of the banking industry, hence a relatively high growth rate of the asset-liability scale of the banking industry will be

maintained.

We estimate that the overall asset quality of the banking industry is unlikely to decline significantly in the second half of
2019, and the provision coverage ratio and the capital adequacy ratio will increase steadily during the same term. Although
we observed a well-marked ascent of non-performing loan(NPL) ratio in the middle of 2018, we believe the increase could
attribute to the strict implementation of asset classification policy, and the overall NPL ratio will not go through a
reduplicated increase for the same reason in the short run. Despite the severe macroeconomic circumstances, the overall
NPL ratio has maintained a good trend since mid-2018. Due to the stable asset quality of large state-owned commercial
banks and joint-stock commercial banks, along with the development of non-performing loans disposal policy, we believe
the overall asset quality of the banking industry will not experience a significant descent in the second half of 2019. In the

absence of a significant decline of asset quality, the continued improvement of loan provision and introduction of new
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capital replenishment tools are expected to drive the industry's overall provision coverage and capital adequacy levels to

rise steadily.

However, we also noticed that, although the overall asset quality of the industry is unlikely to decline significantly, the NPL
ratio of urban commercial banks and rural commercial banks has grown remarkably since 2019,and in consideration of their
lower customer credit level and weak risk management capability, we believe that the asset quality of some urban
commercial banks and rural commercial banks will face greater downward pressure , and the negative impact on their
operational stability and credit level needs attention. Furthermore, in May 2019, the regulatory authorities imposed custody
on Bank of Baoshang, which greatly protected the security of depositors and financial institution assets, meanwhile
objectively breaking the “Rigid repayment” of commercial banks. The “Bank of Baoshang incident” had great impacts on
the inter-bank business and the risk management model, and its long-term influence on the banking industry also needs

attention.

Based on the aforementioned opinion towards the business development, risk management and financial stability of the

banking industry, Fareast Credit’s outlook for the banking industry in the second half of 2019 is stable.
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