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China Equity Strategy

Ear to the ground — Global China Summit feedback
supports thematic positioning in Al, robotics and Tier 1
CBD developers

Client discussion and panel sessions at the JPM Global China Summit reinforce
our view of using broad consumption as funding for our key thematic positioning
in Al and robotics. (1) Panel speakers and clients saw vast room lor Al to develop
turther. That said, global and regional investors we spoke with appeared to have
Al exposure mostly via US, Korea, Taiwan and Japan names at the moment. while
China LLM models growing their profitability down the road could act as a
driver of additional fund flows into China Al tech positions. (2) Second-order
Al capex spillovers are broadening China’s industrial order taillwinds, supporting
our structural bullish stance on factory automation (3) Offshore investors we
spoke with were assessing whether the green shoots in China’s property market
will sustain amidst decelerating retail sales growth. We believe that more tangible
improvements in domestic consumption macro data and more EPS beats in the
consumer and internet space are pre-requisites to raise positions in these sectors,
and stay selective in high-end property developers focusing on Tier-1 CBD
areas.

» China Al capex takeaway: More upside on continuous improvement by
both domestic chips and domestic LLMs. China's annual Al capital
expenditure remains materially below the United States—at roughly ~20% of
US scale—a persistent gap we attribute to both supply-side constraints and
still-maturing demand-side fundamentals. On the supply side, restricted
access to leading-edge chips (e.g., NVIDIA GB200/B300) and performance
gaps in domestic alternatives (compute throughput, power efficiency, and high-
speed memory capability) raise data-center total cost of ownership and slow the
pace at which enterprises can economically scale large traiming/inference
clusters. On the demand side, the majority of China’s LLM models remain 8—12
months behind the most advanced US svstems (e.g.. GPT, Gemini, Claude) on
capability basis, and the domestic ecosystem has vet to reach a self-reinforcing
commercialization inflection, where accelerating capex 1s met by rapidly
expanding, durable Al revenue pools. That said. JPM notes that DeepSeck V4-
Pro now sits on the Code Arena Pareto frontier at roughly one-fifth of the
blended price of GILM-51 / Kim K26 (Figure 2). We expect China
hyperscalers” valuations to be more Al-driven once we pass the intlection point,
while Al infrastructure  supply-chain  proxies and pure-play LLM
names continue to screen better in a hquidity-supported tape. Top picks (Al):
Baidu, Zhipu Al, Illuvator CoreX-H, NAURA, and Weichai Power-H.

¢ Buy Al on interim pullback: Regarding overcrowding in the Al space,
investors we spoke with were mostly concerned about (1) onshore regulatory
actions to cool down the market. (2) proposed TPOs of ChangXin Memory
Technologies Group (CXMT) and Yangtze Memory Technologies Holding Co
(YMTC) which. as per media reports. could be made in June-August and 2H26,
respectivelv, and (3) a UST yield spike. About these concerns, we note that
volatility seems mostly near-term and recommend accumulating on sharp
corrections. Specifically, we believe that China’s regulators have no intention to
cool down the bull market, with Huijin's ETF redemption in fact helping to
gather funds to cushion the downside; STAR board ADT mmproved from
Rmb27bn in 2020 to Rmb298bn in YTD 2026 (source: Wind); and the JPM
Economic research team expects the first rate hike only in 3Q 2027
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* Second-order Al capex spillovers are broadening China’s industrial order
tailwinds, Company meetings at the summit suggest that global Al capex 1s
increasingly  generating meaningful spillovers beyond the “first-order”
beneficiaries in 3C and semiconductors, driving incremental order upside across
adjacent industnial ecosystems—notably thermal management supply chains,
higher-precision machine tools, injection molding, power infrastructure,
automotive equipment/production-line upgrades, and select chemicals/metals.
This broadening demand footprint provides incremental support to early signs of
an A-share capex upcycle in 10Q26: capex (ex financials/real estate) rose 4% v-y
and inventories increased 8% v-y, while ex utilities and energy, capex growth
accelerated to 7% y-y. The mproving outlook for order upside. delivery
conversion, and pricing pass-through may translate into sales/earnings upwards
revisions n the coming quarters. In Figure 7, we list A-shares in the
humanoid and industrial robot industry with a free-float market cap of
>USS3bn.

» Shanghai property: K-shaped recovery becoming more pronounced on
wealth effects. Shanghai—still among the most resilient domestic housing
markets—continues to show steady secondary volumes at ~30.000 units per
month, while the average mventory absorption cycle has improved to 89
months (source: Shanghai Fangwailang). Beneath the headline stability,
dispersion across price tiers 1s widening: homes priced below Rmb3m are
getting digested quickly, with an inventory to sales ratio of just ~5 months,
whereas Rmbl2mn—15mn “upgrade”™ demand remains sluggish. with an
inventory to sales ratio of ~36 months. Product differentiation 1s also driving a
spht within the premium segment. Conventional luxury stock priced above
Rmb20m faces the heaviest overhang, requiring more than 42 months to clear.
In contrast, newly launched “3.5-generation™ luxury mansions are seeing robust
sell-through, and stand out as the key source of strength at the top end, even as
legacy luxury inventory remains under pressure. A supportive stock-market
wealth effect could further underpin high-end demand from high-net-worth
buyers, in our view, but the momentum is unlikely to broaden meaningfully
given persistent pressure on overall household balance sheets. In our view. a
broad-based sector recovery remains unlikely. JPM top picks: COLI (more of
a laggard poised to outperform), CR Land, Jinmao and CR Mixc.
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Figure 1: Capex by select US and Chinese hyperscalers
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Key charts in focus

Figure 2: Arena WebDev Pareto frontier: DeepSeek V4-Pro Thinking resets the low-cost edge

0o

58, 321 48,133 77658 128320 204223 290,659
3143 27,266 37,256 69691 142,052 202,144
31,485 32,251 52,535 91447 190,024 293,443
25997 36,292 54,514 87,961 150,980 191,267
451 8,695 6,866 21,215 49,976 56,839
151,745 152,637 228829 398,634 737,255 1,034,352
5014 4.477 11,907 17.81 18,147 18,510
3,373 2,967 8,740 12177 13,779 14,666
1232 1,580 1,130 1,680 1132
9,619 9,024 24,117 31,668 32,992 34,308
Mimo V2 Flash (non-tinking)
LSS pav min ipken 10 o1

Source: Arena Code WebDev Pareto Score (305,461 votes across 79 models as of May 15, 2026). Blended price reflects a representative mix of input and output token pricing (inputoutput at a 1:1
ratio), assuming 80% cache-hit ratio on DeepSeek V4 pro AP|. Reproduced from a J.P. Morgan inlernet research report

Figure 3: A-shares have recorded early signs of capex and inventory
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Figure 4: A-share capex y-y and inventory y-y in 1Q26
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Figure 5: A-share sector rotation monitor (ranked by 2W changes) - leadership concentration in semiconductors continues to stay elevated,
while the brief liquidity spillover into select cyclicals {e.g., home appliances, property, etc.) has faded amid a broader pullback following a

April macro print miss
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Panel discussions — summary of key takeaways

Artificial Intelligence

Al represents a once-in-a-generation secular transformation with disruptive power
exceeding the traditional internet, drawing parallels to the historical impact of the
Industrial Revolution. Driven by exponential technological iteration, agent-centric
artificial intelligence will eventually restructure mainstream working patterns and
every vertical industry worldwide, creating long-duration growth opportunitics
across the entire value chain,

Distinct from the early internet era that struggled with prolonged monetization
challenges, today’s Al ecosystem features mature and scalable commercial models.
Geographically. China enjoys structural advantages over the United States for Al
adoption. A compressed wage gap between human labor and intelligent tools lowers
market resistance, enabling faster technology penetration and richer data
accumulation across industrial and consumer scenarios.

Speakers preter to prioritize Al infrastructure as the core allocation pillar amid
prevailing constraints on GPU supply and energy resources, covering Al chips.
semiconductors and multimodal foundational models. Beyond upstream hardware,
consumer-facing Al applications. intelligent vehicle solutions and Al-enabled
biotech drug discovery remain undervalued segments, offering substantial long-term
upside for long-biased investors.

China Consumer Market

China’s consumer sector 1s set to deliver ditferentiated structural returns instead ot
broad-based cyclical rallies, as post-market recovery diverges across segments and
product categories. Investors should abandon blanket market judgments and focus on
underlying secular trends to capture high-quality growth assets within niche tracks.

Lower-tier cities and township regions serve as the primarv engine ot incremental
consumption growth. Underserved local residents retain a strong appetite for
consumption upgrading, and cost-cffective, factory-direct consumer products are
well-positioned to capture untapped market demand and scale rapidly into large-cap
industry leaders.

Evolving spending habits among young consumers have spawned persistent demand
for health-focused consumer goods, ranging from sugar-free beverages to premium
Chinese tea products. Additionally, speakers advise market participants to overlook
superficial absolute valuation levels; premium valuations for high-growth consumer
leaders are justified by robust fundamental momentum, and overcaution on pricing
often leads to irreversible investment regrets.
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Figure 6: Stock screen of A-shares in the Al industry with a free-float market cap >US$5bn
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Figure 7: Stock screen of A-shares in the humanoid and industrial robot industry with free-float market cap of >US$3bn
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