This commentary provides a high-level overview of the recent economic environment and is for information purposes only.

It is a marketing communication and does not constitute investment advice or a recommendation to any reader of this content to buy or sell investments nor should it
be regarded as investment research.
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What's happened in 2024?

Declining inflation, resilient economic growth and improving corporate profits sum up the positive developments that
have characterised the year. And with inflation down from prior sky-high levels, central banks have been able to start
pivoting their policies, initiating a global interest rate cutting cycle in the latter half of the year. All of this has
culminated in relatively good returns for investors.
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Source: HSBC Asset Management, Bloomberg, December 2024.

Looking forward

We are now in a ‘multi-polar world" of economic fragmentation and competing trade blocs. Higher and more
unpredictable inflation than we were used to in the last decade is a likely result — we are already seeing supply
chains rerouted to higher cost locations. Plus, we know geopolitical tensions can spill over into commodity prices.
These challenges reflect the evolving nature of economies and why we see continued rotations in market drivers.

Trade policy uncertainty has spiked and could rise further (trade policy uncertainty index)
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Source: HSBC Asset Management, Macrobond, November 2024.

Past performance is no guarantee of future returns.
Any views expressed were held at the time of preparation and are subject to change without notice.
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&)y Revolving economies

Globally, growth patterns are shifting.

US growth is now moderating and expected to cool
further in 2025, signalling a potential end to its post-

pandemic ‘exceptionalism’.

Meanwhile, low levels of productivity growth and a weak
manufacturing sector are hobbling Europe’s rebound,
where economies largely remain ‘in the slow lane’ in

their recovery path.

Emerging and frontier markets are projected to
experience premium growth rates, with China benefiting
from policy support and India maintaining its status as

the fastest-growing large economy.

Importantly, expansion of the emerging markets growth
premium — or economic growth in excess of developed
markets — usually drives outperformance in emerging

market assets.

Economies in motion

* The US is likely to secure a soft

landing — where growth slows but
remains positive — and this slower,
but steady growth allows inflation
to continue to moderate.

As US growth cools, it will look
less exceptional versus the rest of
the world.

But uncertainty around economic
and trade policy across countries
is rising. With the world becoming
more ‘'multi-polar’, this will create
varying opportunities and
challenges for individual
economies.

Multi-polar
world

Inflation...
solved?

MACRO
IN MOTION

Converging

growth
rates?

Source: HSBC Asset Management, December 2024. Any forecast, projection or target where provided is indicative only and not guaranteed in any way. HSBC Asset Management accepts no liability for any

failure to meet such forecast, projection or target. The views expressed above were held at the time of preparation and are subject to change without notice.
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@ Shifting to new opportunities

Our expectations for economic and
corporate profit growth to converge in
édvanced economies suggests that « Policy uncertainty means that
investment markets outside of the US have investors need to be prepared for
room to perform. market volatility.

Market rotations

Neglected parts of global stock markets, such as less « Markets are primed to rotate:

growth-oriented ‘value’ stocks, have an opportunity to _ higher—for—longer interest rates

catch up. In faster growing emerging markets — especially can have knock-on effects

those | liant rts to the US — Id
ose less reliant on exports to the U we could see — stock laggards can become

outperformance on the back of cheaper valuations today. leaders

Broadening profits growth could also produce a rotation o Emerging and frontier markets
within US equities towards neglected or defensive sectors trade at a significant discount,
that stand to benefit from policy actions, such as financials and have potential to deliver

and industrials. Financials would benefit from potential bumper returns.

deregulation and increased M&A, while some industrials

may benefit from tariffs, even with higher input costs.

Additionally, less globally exposed companies may be
shielded from trade policy impacts, which could

continue to support recent resilience in small-cap stocks.

Volatility
peaks in
developed

markets

MARKET
ROTATIONS
Returns in
stocks Emerging
“broadening and frontier
out” from discounts
US and tech

Source: HSBC Asset Management, December 2024. Any forecast, projection or target where provided is indicative only and not guaranteed in any way. HSBC Asset Management accepts no liability for any
failure to meet such forecast, projection or target. The views expressed above were held at the time of preparation and are subject to change without notice.
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‘Y’j Turning to new diversifiers

A higher-for-longer interest rate environment

also challenges traditional portfolio constructs.

With geopolitics potentially disrupting assumptions on
the growth, profits, and inflation outlook, market
volatility could easily pick up — leaving the most

expensive parts of the market vulnerable.

Government bonds could struggle to protect against
stock market downturns in an environment where
interest rates stay elevated. This strengthens the need to
incorporate alternatives into portfolios — those like
private credit and real assets, along with the

uncorrelated returns of hedge funds.

Likewise, asset-backed securities can help. They benefit
from a higher-for-longer scenario given that they are
floating rate instruments — meaning their coupon
payments will rise if interest rates do. And today, they
have high starting income levels alongside their low
correlations to traditional fixed income — making them a

useful portfolio diversifier.

Always an alternative

» A shallow rate cutting cycle
creates opportunities in floating-
rate private credit and asset-
backed securities, with
compelling yields on offer

* Equity strategies focusing on real
assets provide a defensive route
into the market

* Hedge funds and other
alternatives become more
important diversifiers in this new
market regime

“All in”
yields in

credit

ALWAYS AN
ALTERNATIVE

Alternative Defensive
diversifiers real assets

Source: HSBC Asset Management, December 2024. Any forecast, projection or target where provided is indicative only and not guaranteed in any way. HSBC Asset Management accepts no liability for any
failure to meet such forecast, projection or target. The views expressed above were held at the time of preparation and are subject to change without notice. Diversification does not ensure a profit or protect

against loss.
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7 Being active In emerging markets

Fed cuts and China stimulus, alongside a Emerging market — developed market relative growth historically translates to stock market

. , Sl :
starting point of hefty valuation discounts, has ~~ Pe o manee

meant a good 2024 for a broad range of
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emerging market asset classes.
250 6
Still, they remain unloved and under-owned by international EM less DM economic growth (+IMF forecast),
investors, reflected in relatively cheap valuations. This 225 lagged 4 quarters, right-hand side 5
means that any positive developments can lead to strong
market reactions, as seen recently in China. 200 4
Unique prospects within emerging market countries also 175 3
contribute to diversification benefits. However, given 150 v
regions are performing so differently, and are facng | |  ~ [/ SN\IA\PM ¢+ T )
different challenges, investors must do their homework 125
when allocating to them. 1
100 EM/DM stock market index,
India is set to maintain its position as the fastest growing left-hand side 0
major economy. Yet beyond India, the ‘'multi-polar world’ 5
presents opportunities for many Asian economies to exploit 50 R
a restructuring of global trade patterns, as production is 1988 1992 1996 2000 2004 2008 2012 2016 2020 2024 2028 2032

relocated to ‘partner’ countries.
Source: Bloomberg, HSBC Asset Management, November 2024.

While emerging markets should not be treated as one bloc,
the US dollar outlook will play a role across all. Should US
dollar strength at least moderate, this supports further
potential for emerging market assets.

Past performance is no guarantee of future returns. Any forecast, projection or target where provided is indicative only and not guaranteed in any way. HSBC Asset Management accepts no liability for any
failure to meet such forecast, projection or target. The views expressed above were held at the time of preparation and are subject to change without notice.
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@ Portfolios taking shape

Benefit from yields

Fewer interest rate cuts from the US Federal Reserve,
and more issuance of Treasuries as government debt
continues to grow, will put upward pressure on bond
yields. This means fixed income investors can continue
to benefit from relatively high yields available, but
material capital appreciation will only arise if economic
growth surprises to the downside and interest rate cuts
become more aggressive. However, this is not our
central scenario going into 2025.

For this reason, we think bond segments less sensitive
to interest rates — like asset-backed securities — look
interesting. Their floating rate nature and high starting
income levels make them stand out as portfolio options
today. Additionally, low correlations to traditional fixed
income reinforces their diversification appeal.

There are favourable options from high yields elsewhere
in corporate bonds, with company balance sheets solid
amidst a resilient global economy, but many segments
are ‘priced for perfection’. This leaves little buffer
against any downturn in credit quality and increase in
default risk.

Rotations in equities

Profit growth should be less concentrated in the US in
2025. This supports the case for non-US developed and
emerging markets. Starting from low valuations, any
good news can unlock performance. Within the US,
returns have started to broaden from the tech sector.

Broadening out of returns within US equities
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Source: Macrobond, HSBC Asset Management. 1 December 2024.

Broadening returns can help emerging markets, where
there are compelling opportunities. However, risks such
as a stronger US dollar and geopolitical uncertainties
could impact sentiment, making us selective. Still,
unigue market characteristics offer diversification.

The below chart presents an example, showing a
decoupling of India’s markets from other major markets.

India equity correlation with respective markets
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Source: MSCI, HSBC Asset Management, as of 16 September 2024.*
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Always an alternative

Alternative assets can offer valuable resilience within
multi-asset portfolios. Hedge funds, for instance, which
are designed to deliver uncorrelated returns, have
proven particularly useful during market downturns.
Other options include private credit, where investors can
benefit from high yields in floating-rate instruments,
enhancing resilience amidst interest rate uncertainty.

Past performance is no guarantee of future returns. Returns are for market indices and do not reflect any fees or currency considerations. Any forecast, projection or target where provided is indicative only
and not guaranteed in any way. HSBC Asset Management accepts no liability for any failure to meet such forecast, projection or target.
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Important information

The material contained herein is for information only and
does not constitute legal, tax or investment advice or a
recommendation to any reader of this material to buy or sell
investments. You must not, therefore, rely on the content of
this document when making any investment decisions.

This document is not intended for distribution to or use by
any person or entity in any jurisdiction or country where
such distribution or use would be contrary to law or
regulation. This document is not and should not be
construed as an offer to sell or the solicitation of an offer to
purchase or subscribe to any investment.

The contents are confidential and may not be reproduced
or further distributed to any person or entity, whether in
whole or in part, for any purpose. This presentation is
intended for discussion only and shall not be capable of
creating any contractual or other legal obligations on the
part of HSBC Global Asset Management (UK) Limited or
any other HSBC Group company.

The document is based on information obtained from
sources believed to be reliable but which have not been
independently verified. HSBC Global Asset Management
(UK) Limited and HSBC Group accept no responsibility as
to its accuracy or completeness. Care has been taken to
ensure the accuracy of this presentation but HSBC Global
Asset Management (UK) Limited accepts no responsibility
for any errors or omissions contained therein.

This document and any issues or disputes arising out of or
in connection with it (whether such disputes are
contractual or non-contractual in nature, such as claims in
tort, for breach of statute or regulation or otherwise) shall
be governed by and construed in accordance with English
law.

Any views expressed were held at the time of preparation
and are subject to change without notice. While any
forecast, projection or target where provided is indicative
only and not guaranteed in any way. HSBC Global Asset
Management (UK) Limited accepts no liability for any
failure to meet such forecast, projection or target.

The value of investments and any income from them can
go down as well as up and investors may not get back the
amount originally invested. Where overseas investments
are held the rate of currency exchange may also cause the
value of such investments to fluctuate. Investments in
emerging markets are by their nature higher risk and
potentially more volatile than those inherent in some
established markets. Stock market investments should be
viewed as a medium to long term investment and should
be held for at least five years. Any performance information
shown refers to the past and should not be seen as an
indication of future returns.

To help improve our service and in the interests of security
we may record and/or monitor your commmunication with
us. HSBC Global Asset Management (UK) Limited provides
information to Institutions, Professional Advisers and their

8
PUBLIC

clients on the investment products and services of the
HSBC Group.

This document provides a high level overview of the recent
economic environment. It is for marketing purposes and
does not constitute investment research, investment advice
nor a recommendation to any reader of this content to buy
or sell investments. It has not been prepared in accordance
with legal requirements designed to promote the
independence of investment research and is not subject to
any prohibition on dealing ahead of its dissemination.

Approved for issue in the UK by HSBC Global Asset
Management (UK) Limited, who are authorised and
regulated by the Financial Conduct Authority.

HSBC Asset Management is the brand name for the asset
management business of HSBC Group, which includes the
investment activities provided through our local regulated

entity, HSBC Global Asset Management (UK) Limited.

www.assetmanagement.hsbc.co.uk
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