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The continental drift and
expected returns

Taking geopolitical risk seriously

Economic fundamentals and current market pricing are the two key concepts
underpinning our HSBC AM long-term capital market assumptions. However,
increasingly, geopolitical considerations are also shaping how we assess future
investment returns for the medium term.

Geopolitical risk is on the rise. GoogleTrends identifies a big pick-up in internet Geopolitical
searches for “geopolitics” this year. In figure 1, we show the “geopolitical risk considerations are
index”, a quantitative measure devised by Federal Reserve economists Dario shaping how we

Caldara and Matteo lacoviello. This index tracks newspaper coverage of
geopolitical events over time — and even has a track record going back 100
years. Recently, it's been on the rise, and it remains elevated versus historic
norms. Finally, in investment markets, we see safe harbours, like gold, among the medium term
the best performing asset classes in 2024. And with Treasury yields falling in

recent months, the yellow metal has further wind in its sails.

Figure 1 — Geopolitical risk index
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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. Past performance does not predict future return. Any forecast, projection or target contained
in this presentation is for information purposes only and is not guaranteed in any way. HSBC Asset Management accepts
no liability for any failure to meet such forecasts, projections or targets. The views expressed above were held at the time
of preparation and are subject to change without notice. This information should not be construed as a recommendation
to invest in the specific country, product, strategy or sector.
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Figure 2 — Gold price in 2024
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A first question might be, “so what?”. Many investors already feel well-equipped Investors need to take
to deal with geopolitical risk. Most of the time, after all, the “geopolitical risk geopolitics seriously in
premium” has only a fleeting or transitory influence on investment markets.
Typically, geopolitical events spark a hectic news cycle, create an impulse of
market volatility, and force asset correlations to one. But these effects unwind
fairly quickly. And we return to “stocks for the long run”. economic power is
diffusing to Asia and

the Global South

their asset allocations.
One reason is that

But this time could be different. There are several reasons why we believe
investors need to take geopolitics seriously in their asset allocation
considerations. First, economic power is diffusing to Asia and the Global South.
By the time we get to the 2030s and 2040s, the BRICS+ group will overtake the
G7 as a share of global GDP (Figure 3). This power shift will have profound
implications for the macro-economy and the financial system. Second, the
global environment has become less friendly to international cooperation. That
is a consequence of more populist politics, over-extended supply chains being
shrunk back after the pandemic, national governments making greater use of
industrial policies, and a dramatic rise in trade interventions (Figure 4). Third, the
policies and principles that have stabilised the global order over the last thirty or
forty years seem increasingly obsolete. The data already show trade flows
becoming more politicised. And a number of economists are speculating that
geopolitical forces are now having a “centrifugal” effect on the global order, and
risking fragmentation
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Figure 3 - BRICS+ and G7 share of GDP .
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Figure 4 — Trade interventions rising
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This represents a profound change, possibly creating the most uncertain and
complex economic environment for the last thirty years. During the 1990s and
2000s, some economists quipped that we were in the “nice” decades, reflecting
a benign mix of No Inflation and Consistent Expansion. That outcome followed
from (i) stable geopolitics, (ii) rising globalisation, (iii) technological advances,
and (iv) favourable demographics. But if we fast forward to today, these
tailwinds are mostly exhausted (with the exception of technology).

It means that the “nice” economic regime now risks being “vile”. Or, to spell it
out, one of “Volatile Inflation and Limited Expansion”. The supply-side of the
economy has become more hostile, and much less flexible than we we have
become used to. And, as per classical supply and demand calculus, if left
unchecked, it implies rising prices and lower economic growth potential.

For investors, it could mean that the new regime has a bit of a retro-feel. With
the politicisation of global trade, a move to regionalisation, the return of
industrial policy and active fiscal policy, it could end up feeling a bit like the
1960s and 1970s!

Portfolio strategy will need to be prepared for such an eventuality and resilient
to the implications of shorter business cycles, greater market dispersion,

and changed correlations. More complex asset allocation solutions will likely
be required.

Figure 5 — Economic scenarios
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Capital markets assumptions

Our 10-year horizon capital market assumptions reflect the idea that the
economic environment and market prices are the key determinants of
medium-term investment returns and risks. To set them up, we use a “building
block” approach. Starting with an assumption for how macro variables and
interest rates will evolve, we then incorporate asset class risk premia based on
prevailing market valuations and modelling asset class-specific fundamentals.

The first outcome of this work is our “pecking order of asset class returns”,
shown in Figure 6. Starting from safety asset classes in the bottom left-hand
corner, the chart plots the 10-year expected risk/return for key asset classes.
Moving out across the risk spectrum typically yields more return for investors,
but the extent of that process will depend on how rich or cheap current market
valuations are. Our process covers 300+ asset classes, including granular work
on emerging markets and many alternative asset classes.

Figure 6 - Pecking order of asset class returns
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Three asset allocation conclusions stand out from our research. First, the
intercept on the capital market line has risen. Despite many global central
banks including the US Federal Reserve already cutting rates (and more to follow
over the next 12 months), the medium-term economic regime is one of more
volatile inflation and a new fiscal/monetary policy mix.
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This raises our assumption for medium term interest rates and means that —
strategically — the appeal of core fixed income will be heavily influenced by
higher carry. Many “senior” credit asset classes, including infrastructure debt,
asset backed securities, and global investment grade continue to offer very good
“all in” yields.

Second, the slope of the capital market line remains upward. Investment
markets have performed strongly in 2024, and a soft landing looks well
discounted now. Expected returns and risk premia in asset classes like stocks
and credits have fallen. But there remain opportunities to “put cash to work”.
The most compelling valuation anomaly today is in emerging markets. EM fixed
income and equity returns look higher than in most of the G7, and we expect
EM currencies to appreciate materially over the medium term. Opportunities in
India, North Asia, and frontier markets stand out, as do themes in local currency
EM bonds. You can read more on this topic in section 2.

Third, as the economic environment becomes more uncertain and complicated,
there needs to be a larger role for private markets and other alternatives in
asset allocations. This can take a few different forms, depending upon which
part of the capital market line (Figure 6) we are looking at. Lower risk-target
portfolios, for example, need to be alert to how the prospect of higher
stock/bond correlations could require a greater use of alternative diversifiers,
including hedge funds or commodities. Income-focused portfolios will be
attracted by the double-digit yields in asset classes like private credit and
infrastructure equity. For higher-risk portfolios, the emerging value in real estate
and private equity, as the 2021-22 inflation burst finally fades away, could be an
area of interest. You can read more on this topic in section 3.

EM fixed income and
equity expected returns
look higher than most
of the G7, and we
expect EM currencies
to appreciate materially
over the medium term

Diversification does not ensure a profit or protect against loss. The level of yield is not guaranteed and may
rise or fall in the future.
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The strategic opportunity in
emerging markets

®
A new role for emerging markets
Over the next decade, emerging markets (EMs) are likely to be a land of Emerging markets are
opportunity for global investors. Even as China’s economy slows, other large set to be a land of

EMs, notably India, are set to enjoy high secular rates of growth. According to
the IMF, EM economies now generate 65% of global growth. We expect this to
rise in coming years.

opportunity for global
investors, with EMs

themselves shaping the
The rise of the Global South means that EM majors are no longer “price takers”; new world order
they are shaping the new world order. China is following a policy of import
substitution and boosting its share of global exports. This likely increases the
importance of Chinese supply for the global economy. In India too, policy has
been focused on reducing the reliance and perceived vulnerability to external
supply of energy and high-tech manufacturing inputs (e.g. microprocessors).

Figure 7 shows a nice example of how the Global South is at the heart of the
energy transition story. Data from the US Geological Survey suggests EM
accounts for the bulk of the production of almost all essential minerals, ranging
from 51% for lithium to a whopping 97% for iridium.

Figure 7 - Key minerals for energy transition (% of production)
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Source: HSBC Asset Management, US Geological Survey and US Department of the Interior, 2023; JRC, 2020
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The economic consequence of these geopolitical shifts is likely to be that
inflation and interest rates will settle at higher than their pre-Covid averages. But
it's important to remember that EM majors have navigated the 2021-22 inflation
burst admirably. EM central bankers tightened monetary policy in 2021, well
ahead of the US Federal Reserve. And, after an initial wobble in 2022, local-
currency assets performed strongly during 2023, at a time when rates in the US
and advanced economies were the highest in a generation and recession

worries were rife amid persistent growth challenges in China.

Figure 8 — EMs have shown resilience to higher US rates
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While EM has historically been viewed as a leveraged play on the US dollar EMs are collectively
liquidity cycle and the China manufacturing cycle, the experience of 2023 less sensitive to US
suggests a different playbook in the coming years. Intra-EM return correlations
have been much lower than popularly perceived. The reduced vulnerability to
US monetary policy is an important milestone for EM, and one which investors
will increasingly need to acknowledge in their strategic asset allocations. more diverse and
differentiated bunch

than in the past l

policy and among
themselves are a far

Figure 9 - Intra-EM equity correlations have been low in recent years
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EM expected returns look “higher for longer”

Over the next decade, we expect EM interest rates to be - on average - higher,
and EM asset class returns to be higher. Higher cash rates boost total returns, of
course, but asset class-specific risk premia too are attractive for a number of EM
assets.

The aggregate EM equity risk premium is now wider than it was prior to the Higher interest rates
commencement of the 2021/22 global policy-tightening cycle. Likewise, the and higher asset-class
bond risk premium on EM local-currency bonds and the credit risk premium on
Asia high-yield bonds are more elevated than at the end of 2020. An important
component of this is related to the challenges in China’s real estate sector. Prior
to the unwind of carry trades over the summer, Asian equity and credit markets returns
were recovering impressively with the MSCI Asia Pacific ex-Japan index

entering a technical bull market and Asia high-yield debt strongly outperforming

other major credit asset classes. Our expected return estimates were already

attractive for those markets; recent price declines have increased them further.

risk premia imply higher
long-term EM expected

Diversification does not ensure a profit or protect against loss. The level of yield is not guaranteed and may

rise or fall in the future. 10
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The combination of high cash rates and risk premia indicates an income and
capital gain opportunity. EM local-currency bonds are helped by policy-easing
cycles and returning capital flows. Although Brazil is a notable exception to the
policy-easing trend, higher yields from policy tightening are serving to boost
long-term expected returns.

Figure 10 — EM expected return shifts between 2020 and 2024
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The level of yield is not guaranteed and may rise or fall in the future.
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Possible end of US exceptionalism

In the medium term, we think there are strong grounds for optimism that EM
can disconnect from fluctuations in the dollar liquidity cycle. But the journey to
that point could be a long one. We expect a dollar bear market over the next
decade; expensive valuations and large US deficits require a protracted
downward adjustment in the dollar. That should create a favourable medium-
term backdrop for EM.

Our currency model builds up a return expectation based on: (i) the
misalignment between the current spot FX rate and a fundamental “valuation
anchor”; and (ii), how that “valuation anchor” will evolve over time. The
valuation anchor is based on the inflation-adjusted exchange rates, modified for
productivity growth trends. Economies with persistently higher productivity
growth tend to experience stronger real exchange rates (the so-called Balassa-
Samuelson effect). Our analysis shows that the valuation component is the
largest contributor to expected returns for most EM currencies. Every EM
currency - barring four - have positive expected returns over a 10-year

horizon. And all EM currency rates are expected to outperform their forward
rates materially. Monetary easing in the US is an important catalyst for the start
of the valuation normalisation cycle in EM.

Figure 11 — FX expected returns are high for most EM currencies
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Alternative assets and the new
economic regime

Over the last twenty years, investors have done well by “keeping it simple”.
Since the 2007-8 financial crisis, a simple strategy of 60% stocks and 40%
bonds (especially if focused on the US market) has been hard to beat.
Double-digit annual returns were made even sweeter with portfolio volatility
dampened down by a reliably negative correlation between stocks and bonds.

But the economic regime appears to be at an inflection point and as discussed
above, the future could be “vile” (volatile inflation, limited expansion). If that's
right, then “simple” just won't cut it for investors over the next decade; portfolio
strategy must become more multifaceted.

Many asset allocators are already moving portfolio strategy in this direction.
More volatile inflation means that investors can no longer count on a negative
stock-bond correlation. New sources of portfolio diversification and resilience,
which can include alternative strategies, will become more valuable. Meanwhile,
a tougher outlook for investment returns (our model suggests that the expected
return to the 60/40 portfolio will fall to 6.5% annual, before inflation) means that

The economic regime
appears to be at an
inflection point where
the future could be VILE
(volatile inflation,
limited expansion). In
this regime, investors
can no longer count on
a negative stock-bond

alternative allocations to enhance portfolio yield and boost overall returns are correlation
attractive too.
Figure 12 - Stock bond correlation and inflation
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Diversification does not ensure a profit or protect against loss.
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Investor interest in alternative assets has skyrocketed, and researching these
important asset classes has been a growing priority for our capital markets
assumptions program. The expected return models now cover over 30
alternative and private assets, modelled using consistent assumptions and a
methodology aligned to the rest of the asset class universe. Of course,
alternative assets are diverse in nature, and this means that our approach
necessarily becomes a bit more granular, based on technical data sets, and
benefitting from the insights of our specialists in HSBC Alternatives.

Uncorrelated returns with hedge funds

Figure 13 — Macro hedge fund correlation with 60/40
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Hedge fund strategies can offer uncorrelated returns and valuable tail protection With strategy

in a more volatile market environment. As the chart shows, hedge funds have leadership changing,
provided diversification benefits when the traditional 60/40 portfolio has
struggled — with correlations falling to, or below, zero during phases of acute
market stress.

we think multi-strategy
and multi-PM styles

remain appealing
To gauge expected returns for hedge funds, we build up a “factor model”. This
blends risk premia across asset classes and factors, to derive a forecast return
for single hedge fund strategies (i.e. fixed income arbitrage), the composite
index, and a multi-strategy approach.

Diversification does not ensure a profit or protect against loss. 14
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We've seen some oscillation in hedge fund performance already this year, with
managed futures notably going from leaders in Q1, to laggards in Q2. Many
allocators are also looking again at equity long-short amid significant stock
market dispersion, which boosted the appeal of bottom-up stock-pickers. With
strategy leadership changing, we think multi-strategy and multi-PM styles
remain appealing. Our team also remains positive on discretionary global macro,
with those strategies seemingly best-placed to navigate the particularly complex
and uncertain economic situation.

Private credit and “all in” yields

A future of somewhat higher and more volatile inflation and higher interest rates
than investors experienced during the 2010s means that private credit screens
very strongly in our asset class pecking order. Private credit makes up around
half of private debt AUM and combines the attributes of typically short-duration
loans and fixed time periods. For investors, it means the asset class offers
contractually-guaranteed yields that exceed historic stock market returns (Figure
14). Investors need to be alert to inflation and default risks, but our modelling
suggests these look acceptable against very high “all in” yields.

Figure 14 - Credit yields versus equity returns
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According to data from Pitchbook, private credit fundraising this year has seen its
worst start since 2016 and stood at just 37% of 2023's total at the mid-year point.
It seems like a difficult time to raise funds for most private credit managers.
Activity remains heavily-concentrated with the largest managers, and dominated
by North America, but parts of Asia and the GCC are growing strongly.

The level of yield is not guaranteed and may rise or fall in the future. 15
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Figure 15 - Real estate and infra discount to NAV
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Figure 16 - Listed infrastructure versus global equity next 12m EV/EBITDA
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One potential issue for the asset class’s return profile is the accumulation of dry
powder. According to Pitchbook, dry powder is around $525bn, but the amount
sitting on the sidelines for three years or more is now the largest since 2011.
This points to the recent trend of slow M&A deal-making, but also an
opportunity for smaller funds, who are not reliant on the largest deals to

deploy capital.

The beginnings of a meaningful rate cutting cycle should help REITs, of course,
while balance sheets look solid and leverage low by historical standards. With
many real estate participants credit-constrained, listed real estate investors may
find themselves well placed for internal growth. And valuation discounts could
encourage corporate activity as another way to boost shareholder value. Our
investment team favours secular themes, like senior housing, and areas with
good income growth, like industrial warehouses.

The story is a similar one in listed infrastructure. Laggard and more defensive
parts of the market are well aligned with our tactical market views for a more
volatile phase in investment markets during H2. Infrastructure’s steady and
stable return stream could appeal as global growth cools.

The secular perspective is also encouraging for the asset class. Infrastructure
investing seems well placed to navigate a global macro system with geopolitical
tensions more of a feature than a bug. And to succeed in a new economic
environment, where national governments are making more active use of
industrial policy, but also where successful digital and energy transitions

remain paramount.

Green shoots for private equity?

Our HSBC AM House View has advised cautious positioning on private equity.
Increasingly, however, our PE specialists are pointing to green shoots, and the
decline in deal-making may be coming to a close. This possible turning point
merits investors’ attention.

On a like-for-like basis with other asset classes, we measure private equity
expected returns in the low teens today. That reflects a sizeable equity and
illiquidity premium. For an easy frame of reference, that converts to an IRR of
around 20%, i.e. similar to what our PE investment team target on their fund of
fund strategy. These returns look attractive and, with valuations now lower after
the 2021-22 inflation burst and rapid policy tightening, we may be seeing the
beginnings of an interesting entry point for longer-term investors.

Some headwinds remain for the asset class, however. Exit markets remain
mixed; data suggests that exit values are improving, but it is difficult to see a
strong bounce back in sentiment or activity levels. During the last quarter, exits
were just 36% of investments. That takes a toll on GPs. And suggests that the
market has still not found its equilibrium.

PUBLIC
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However, we are encouraged by a recovery in activity. Even anecdotal evidence
of more deals is a positive for the asset class because it means capital can be
returned to investors and recycled into new fund commitments. A complex
macro-economic environment poses challenges, but it's also worth keeping an
eye on the green shoots in private equity markets.

Figure 17 - Private equity deal activity by quarter
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10-year expected returns
for selected assets

Local Expected * USD Unhedged USD Hedged
Assets Class Reference Index Return (%) Risk Premium Expected Return (%) Expected Return (%)
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USHIghYleld ...................... B loombergUSnghYleld ............................ 490 ............................ 131490490 ...............
USMBS ................................ B |OombergUSMBS ..................................... 401042401401 ...............
USLeverageLoans ........... JPMLIqUIdLoan ............................................ 431073431431 ...............
Furo Corporate Bloomberg Furo-Agg Corporate 292 080 AT
Euro Investment Grade )1 00T1P¢19 FUr-Agg Corporate 2.81 0.50 411 4.08
Euro High Yield Eluorgrr;'ti)ge}:gwi?éﬂditv Screened 3.68 136 498 494
Asia Corporate JPM Asia Credit (JACI) 4.66 1.08 4.66 4.66
Asia Investment Grade ) eA(SjaAglr)ed” Investment 4.29 0.70 4.29 4.29
Asia High Yield ZJJPA'\él)ASia Credit High Yield 759 4.01 759 759
EM Corporate JPM CEMBI 5.04 1.46 5.04 5.04
EvaestmemGrade ....... JPMCEMBaneStmentGrade ................... 465 ............................ 106465465 ...............
EMnghY|e|d .................... JPMCEMB|H|ghY|e|d ................................ 571213 .............................. 5 71 ................................ 5 71 ...............

Source: HSBC Asset Management, September 2024
Any forecast, projection or target where provided is indicative only and is 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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10-year expected returns
for selected assets

Local Expected ¢ USD Unhedged USD Hedged
Assets Class Reference Index Return (%) Risk Premium Expected Return (%) Expected Return (%)
Global Corporate Eg%@rgfég Global Agg 433 1.07 468 465
Global Investment Grade gg‘;}g‘éfﬁﬁggﬂ AR 4.28 1.03 4.65 4.62
G|Oba|H|ghY|e|d ................ B |OombergG|Oba|nghYle|d ...................... 468 ............................ 131490 ............................... 490 ...............
80% Bloomberg US ABS
Global Securitised Credit Floating Rate, 20% Bloomberg 4.07 0.74 4.33 4.32
EURO ABS Floatini Rate

Global MSCI ACWI 7.43 4.15 8.04 7.74
Developed Markets  MSCIWord B AT e

us MSCI USA 7.13 3.65 7.13 7.13
UK ....................................... M SClumtedegdom .................................. 758465 .............................. 8 39823 ...............
Germany ............................ M SC|Germamy .............................................. 837606967964 ...............
EuropeeXUK .................... M SC|EuropeeXUK ...................................... 795576929934 ...............
Japan .................................. M SClJapan .................................................... 597523 ............................. 1110882 ...............
HongKong ... MSClIHong Kong oAl sss e s
Emerging Markets  MSCl Emerging Markets . 984 b 1049 886

China (Onshore) MSCI China A Onshore 8.92 7.4 12.78 10.99
Chma .................................. M SC|Chma .................................................... 1065707 ............................. 1 065 .............................. 1 065 ..............
mdla .................................... M SCHndla ...................................................... 947366 ............................. 1 011724 ...............
ASIanJapan ...................... M SC|ASIanJapan ...................................... 882525 ............................. 1014883 ...............
LATAM .................................. M SC|EMLathmerlca1630757 ............................. 1744 .............................. 1 116 ..............
ASEAN ] MSCIASEAN 870 .59 . MO8 9%
Fronter MSCl Fronter Markets 882 B2 882 .88
GCC MSCI GCC 7.61 4.03 7.61 7.61
Hedge Funds Credit Suisse Hedge Fund 5.64 2.05 5.64 5.64
Private Equity | Progin Private Equity (Buyout) e 788 i 116
anatecredlt ...................... 8|r|1f|ilv)\,aterD|rectLendmg(Semor ............... 937578937937 ...............
G|Oba|RE|TS ........................ F TSEEPRA/NARE|TG|Oba| ......................... 775473852831 ...............

Edhec Broadmarket Unlisted
Infrastructure Equity

Edhec Broadmarket Private

] Infrastructure Debt S [ A
Commodities Bloomberg Commodities 8.06 4.48 8.06 8.06

FX*

US Dollar US Dollar (DXY) -1.78 - - -

EMFX .................................. JPMELM|+157 ............................... R e R
ASlaFX ................................. B |OombergAS|aDO”ar ................................. 300 ............................... R e R

*Reported as price return, all others total return. Source: HSBC Asset Management, September 2024

Any forecast, projection or target where provided is indicative only and is 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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Technical appendix

Asset class return assumptions come from two key “building blocks”: (1) a risk-
free interest rate; and (2), a risk premium, which reflects the future reward for
taking economic, asset-specific, specialist, or currency risk.

Figure 19 illustrates this idea. The risk-free interest rate is modelled using our
scenario for policy interest rates for advanced and emerging economies. Then,
based on current market pricing and the economic assumptions for asset class
fundamentals, we model a “risk premium” for each asset. By doing this, our
expected returns framework is anchored by current market pricing, rather than
just our economic forecasts.

Figure 19 - Risk premia time vary

Cash and risk premia rise or fall depending on
economic assumptions and starting prices

Stylised Expected Returns

Cash Government Bonds IG Credit HY Credit Global Equities Alternatives

B Cash Rate M Bond Risk Premium Credit Risk Premium B Equity Risk Premium B Alternatives Risk Premium

Expected Risk
Source: HSBC Asset Management, For illustrative purpose only

Under normal economic and market conditions, the more risk we take, the
greater the return. But over the market cycle, the implied rewards (or risk
premium) to each asset class can vary materially. This means that, in real time,
the bars in Figure 19 will move up and down; sometimes risk will be over-
rewarded, and at other times, under-rewarded.

This framework provides a disciplined way to assess the changing market odds
across our investable universe. And can help asset allocators to tilt investment
portfolios through time, in favour of more attractively-priced asset classes and
away from less-attractive ones.

We currently estimate expected returns for 300+ asset classes, including
developed and emerging economies, alternative assets, and currencies. Figure
20 explains some key details. Further information on our approach is available.

For informational purposes only and should not be construed as a recommendation to invest in the specific country,
product, strategy or sector. The views expressed above were held at the time of preparation and are subject to change
without notice. PUBLIC
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Technical appendix

Figure 20 - Expected returns framework

Cash

Bonds

Credits

@ In the near-term, our
scenario is informed by
cyclical economic and
policy analysis

¢ Over the medium term,
interest rates are
assumed to mean-revert
to their equilibrium values

@ Equilibrium assumptions
are set with reference to
our economists’ views on
long-horizon neutral rates.

@ Equilibrium assumptions for
DM and EM economies are
made consistent with their
structural characteristics.

@ Current bond yields
implicitly reflect an average
cash rate and a bond
risk premium

¢ We imply today’s bond
risk premium from the
forward curve and our
cash scenario

¢ We then model a reversion
to an equilibrium bond
risk premium

@ The return calculation for
DM and EM bond returns
reflects carry, roll returns
and capital gains/losses

& We build a scenario for how
credit spreads will evolve,
and model recovery and
default rates

@ Those economic and
market assumptions are
supported by historical
analysis, as well as by the
valuable inputs from our
large DM and EM credit
research teams

¢ The modelled credit risk
premium reflects: (i) carry
pick-up, (ii) a default loss,
(iii) and a gain/loss from
spread changes

Equities

\

Alternatives

Currencies

& We follow a 3-stage
dividend discount model for
DM and EM stock markets,
sectors, and factors
(including ESG)

@ First stage incorporates
the information from
analyst expectations

@ Second stage converges
cyclical assumptions
toward an economic-led
equilibrium

@ A final stage reflects long
run profits assumptions,
and a normalised equity
risk premium

& Hedge Funds are
modelled as strategies with
exposure to market and
specialist betas

& PE IRRs forecasted and
combined with
deployment/distribution
assumptions

@ Listed Real Assets modelled
using equity approach.
Unlisted Real Assets on a
hold-to-maturity basis
(debt) and using specialised
data (equity)

¢ Commodity future returns
reflect margin, roll yields,
and spot moves

¢ We assume that spot FX
rate will move to fair value
over time

@ Fair value is determined by
Purchasing Power Parity,
adjusted for productivity
differentials

& Reversion to fair value is
slow. And mis-pricings
correct over time

& Total asset return
assumptions reflect cash
returns, asset risk premia,
and FX (i.e. hedged or
unhedged currency risk)

For informational purposes only and should not be construed as a recommendation to invest in the specific country,
product, strategy or sector. The views expressed above were held at the time of preparation and are subject to change 22

without notice.
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Important information

For professional clients and intermediaries within countries and territories set out below; and for institutional
investors and financial advisors in the US. This document should not be distributed to or relied upon by retail
clients/investors.

The value of investments and the income from them can go down as well as up and investors may not get back the
amount originally invested. The performance figures contained in this document relate to past performance, which
should not be seen as an indication of future returns. Future returns will depend, inter alia, on market conditions,
investment manager’s skill, risk level and fees. Where overseas investments are held the rate of currency exchange
may cause the value of such investments to go down as well as up. Investments in emerging markets are by their
nature higher risk and potentially more volatile than those inherent in some established markets. Economies in
Emerging Markets generally are heavily dependent upon international trade and, accordingly, have been and may
continue to be affected adversely by trade barriers, exchange controls, managed adjustments in relative currency
values and other protectionist measures imposed or negotiated by the countries and territories with which they
trade. These economies also have been and may continue to be affected adversely by economic conditions in the
countries and territories in which they trade.

The contents of this document may not be reproduced or further distributed to any person or entity, whether in whole or in
part, for any purpose. All non-authorised reproduction or use of this document will be the responsibility of the user and may
lead to legal proceedings. The material contained in this document is for general information purposes only and does not
constitute advice or a recommendation to buy or sell investments. Some of the statements contained in this document may
be considered forward looking statements which provide current expectations or forecasts of future events. Such forward
looking statements are not guarantees of future performance or events and involve risks and uncertainties. Actual results may
differ materially from those described in such forward-locking statements as a result of various factors. We do not undertake
any obligation to update the forward-looking statements contained herein, or to update the reasons why actual results could
differ from those projected in the forward-looking statements. This document has no contractual value and is not by any
means intended as a solicitation, nor a recommendation for the purchase or sale of any financial instrument in any jurisdiction
in which such an offer is not lawful. The views and opinions expressed herein are those of HSBC Asset Management at the
time of preparation and are subject to change at any time. These views may not necessarily indicate current portfolios'
composition. Individual portfolios managed by HSBC Asset Management primarily reflect individual clients' objectives, risk
preferences, time horizon, and market liquidity. Foreign and emerging markets. Investments in foreign markets involve risks
such as currency rate fluctuations, potential differences in accounting and taxation policies, as well as possible political,
economic, and market risks. These risks are heightened for investments in emerging markets which are also subject to
greater illiquidity and volatility than developed foreign markets. This commentary is for information purposes only. It provides
a high level overview of the recent economic environment. 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. 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. This document is not
contractually binding nor are we required to provide this to you by any legislative provision. You must not, thereforeg, rely on
the content of this document when making any investment decisions.

All data from HSBC Asset Management unless otherwise specified. Any third-party information has been obtained from
sources we believe to be reliable, but which we have not independently verified. The level of yield is not guaranteed and may
rise or fall in the future.

HSBC Asset Management is the brand name for the asset management business of HSBC Group, which includes the
investment activities that may be provided through our local regulated entities. HSBC Asset Management is a group of
companies in many countries and territories throughout the world that are engaged in investment advisory and fund
management activities, which are ultimately owned by HSBC Holdings Plc. (HSBC Group). The above communication is
distributed by the following entities:
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In Argentina by HSBC Global Asset Management Argentina S.A., Sociedad Gerente de Fondos Comunes de Inversién,
Agente de administracién de productos de inversién colectiva de FCI N°1;

In Australia, this document is issued by HSBC Bank Australia Limited ABN 48 006 434 162, AFSL 232595, for HSBC Global
Asset Management (Hong Kong) Limited ARBN 132 834 149 and HSBC Global Asset Management (UK) Limited ARBN 633
929 718. This document is for institutional investors only and is not available for distribution to retail clients (as defined
under the Corporations Act). HSBC Global Asset Management (Hong Kong) Limited and HSBC Global Asset Management
(UK) Limited are exempt from the requirement to hold an Australian financial services license under the Corporations Act in
respect of the financial services they provide. HSBC Global Asset Management (Hong Kong) Limited is regulated by the
Securities and Futures Commission of Hong Kong under the Hong Kong laws, which differ from Australian laws. HSBC
Global Asset Management (UK) Limited is regulated by the Financial Conduct Authority of the United Kingdom and, for the
avoidance of doubt, includes the Financial Services Authority of the United Kingdom as it was previously known before 1
April 2013, under the laws of the United Kingdom, which differ from Australian laws;

In Bermuda by HSBC Global Asset Management {(Bermuda) Limited, of 37 Front Street, Hamilton, Bermuda which is
licensed to conduct investment business by the Bermuda Monetary Authority;

In Chile: Operations by HSBC's headquarters or other offices of this bank located abroad are not subject to Chilean
inspections or regulations and are not covered by warranty of the Chilean state. Further information may be obtained
about the state guarantee to deposits at your bank or on www.sbif.cl;

In Colombia: HSBC Bank USA NA has an authorized representative by the Superintendencia Financiera de Colombia (SFC)
whereby its activities conform to the General Legal Financial System. SFC has not reviewed the information provided to
the investor. This document is for the exclusive use of institutional investors in Colombia and is not for public distribution;

In Finland, Norway, Denmark and Sweden by HSBC Global Asset Management (France), a Portfolio Management
Company authorised by the French regulatory authority AMF (no. GP99026) and through the Stockholm branch of HSBC
Global Asset Management (France), regulated by the Swedish Financial Supervisory Authority (Finansinspektionen);

In France, Belgium, Netherlands, Luxembourg, Portugal, Greece by HSBC Global Asset Management (France), a Portfolio
Management Company authorised by the French regulatory authority AMF (no. GP99026);

In Germany by HSBC Global Asset Management (Deutschland) GmbH which is regulated by BaFin (German clients)
respective by the Austrian Financial Market Supervision FMA (Austrian clients);

In Hong Kong by HSBC Global Asset Management (Hong Kong) Limited, which is regulated by the Securities and Futures
Commission. This video/content has not been reviewed by the Securities and Futures Commission;

In India by HSBC Asset Management (India) Pvt Ltd. which is regulated by the Securities and Exchange Board of Indig;

In Italy and Spain by HSBC Global Asset Management (France), a Portfolio Management Company authorised by the
French regulatory authority AMF (no. GP99026) and through the ltalian and Spanish branches of HSBC Global Asset
Management (France), regulated respectively by Banca d'ltalia and Commissione Nazionale per le Societa e la Borsa
(Consob) in Italy, and the Comisién Nacional del Mercado de Valores {CNMV) in Spain;

In Malta by HSBC Global Asset Management (Malta) Limited which is regulated and licensed to conduct Investment
Services by the Malta Financial Services Authority under the Investment Services Act;

In Mexico by HSBC Global Asset Management (Mexico), SA de CV, Sociedad Operadora de Fondos de Inversién, Grupo
Financiero HSBC which is regulated by Comisién Nacional Bancaria y de Valores;

In the United Arab Emirates, Qatar, Bahrain & Kuwait by HSBC Global Asset Management MENA, a unit within HSBC
Bank Middle East Limited, U.A.E Branch, PO Box 66 Dubai, UAE, regulated by the Central Bank of the U.A.E. and the
Securities and Commodities Authority in the UAE under SCA license number 602004 for the purpose of this promotion and
lead regulated by the Dubai Financial Services Authority. HSBC Bank Middle East Limited is a member of the HSBC Group
and HSBC Global Asset Management MENA are marketing the relevant product only in a sub-distributing capacity on a
principal-to-principal basis. HSBC Global Asset Management MENA may not be licensed under the laws of the recipient’s
country of residence and therefore may not be subject to supervision of the local regulator in the recipient’s country of
residence. One of more of the products and services of the manufacturer may not have been approved by or registered
with the local regulator and the assets may be booked outside of the recipient’s country of residence.

24
PUBLIC



¢ In Peru: HSBC Bank USA NA has an authorized representative by the Superintendencia de Banca y Seguros in
Perl whereby its activities conform to the General Legal Financial System - Law No. 26702. Funds have not
been registered before the Superintendencia del Mercado de Valores (SMV) and are being placed by means
of a private offer. SMV has not reviewed the information provided to the investor. This document is for the
exclusive use of institutional investors in Perd and is not for public distribution;

¢ In Singapore by HSBC Global Asset Management (Singapore) Limited, which is regulated by the Monetary
Authority of Singapore. The content in the document/video has not been reviewed by the Monetary Authority
of Singapore;

¢ In Switzerland by HSBC Global Asset Management (Switzerland) AG. This document is intended for
professional investor use only. For opting in and opting out according to FinSA, please refer to our website; if
you wish to change your client categorization, please inform us. HSBC Global Asset Management
(Switzerland) AG having its registered office at Gartenstrasse 26, PO Box, CH-8002 Zurich has a licence as an
asset manager of collective investment schemes and as a representative of foreign collective investment
schemes. Disputes regarding legal claims between the Client and HSBC Global Asset Management
(Switzerland) AG can be settled by an ombudsman in mediation proceedings. HSBC Global Asset
Management (Switzerland) AG is affiliated to the ombudsman FINOS having its registered address at
Talstrasse 20, 8001 Zurich. There are general risks associated with financial instruments, please refer to the
Swiss Banking Association (“SBA”) Brochure “Risks Involved in Trading in Financial Instruments”;

¢ In Taiwan by HSBC Global Asset Management (Taiwan) Limited which is regulated by the Financial
Supervisory Commission R.O.C. (Taiwan);

¢ In the UK by HSBC Global Asset Management (UK) Limited, which is authorised and regulated by the
Financial Conduct Authority;

¢ Inthe US by HSBC Global Asset Management (USA) Inc. which is an investment adviser registered with the
US Securities and Exchange Commission;

¢ In Uruguay, operations by HSBC's headquarters or other offices of this bank located abroad are not subject to
Uruguayan inspections or regulations and are not covered by warranty of the Uruguayan state. Further
information may be obtained about the state guarantee to deposits at your bank or on www.bcu.gub.uy.

NOT FDIC INSURED ¢ NO BANK GUARANTEE ¢ MAY LOSE VALUE

Copyright © HSBC Global Asset Management Limited 2024. All rights reserved. No part of this publication may be
reproduced, stored in a retrieval system, or transmitted, on any form or by any means, electronic, mechanical, photocopying,
recording, or otherwise, without the prior written permission of HSBC Global Asset Management Limited.

Content ID: D025637_V1.0; Expiry Date: 02.10.2025
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http://www.bcu.gub.uy/

Follow us on:

Linkedin: HSBC Asset Management
Website: assetmanagement.hsbc.com

}{ HSBC Asset Management
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https://www.linkedin.com/showcase/hsbc-asset-management
http://www.assetmanagement.hsbc.com/
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