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Currency Hedging

Currency hedging is the process of mitigating foreign exchange risk within a portfolio. A currency hedged share
class of an HSBC ETF gives exposure to a portfolio of securities plus currency forwards, the latter hedging every
security currency in the portfolio into the target (hedged) currency. Hedging is analogous to an insurance
contract involving a separate investment (a currency forward) that has the objective to offset a certain risk.

In certain situations, currency hedging has also helped to reduce the volatility. For example, for the MSCI World

Index, when currency hedging over 5 years, volatility also fell for every target currency. (Graph 1 and Table 1).

Graph 1: Performance of MSCI World Index Unhedged in USD vs. currency hedged indices’
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1. The performance of each hedged index has been calculated in the currency into which the hedge has been implemented e.g. MSCI
World 100% hedged to USD is calculated in USD. Past performance does not predict future returns. Costs may vary with fluctuations in
the exchange rate.

Source: Bloomberg, as of September 2024

Table 1:
MSCI World Index
Total Return Total Return Volatility
(Annualized 3yr)! (%) (Annualized 5yr)? (%) (Annualized 5yr Monthly)?

Unhedged 9.08% 13.04% 17.61%
USD Hedged 10.75% 13.95% 16.31%
EUR Hedged 8.09% 11.53% 16.36%
GBP Hedged 9.21% 12.34% 16.41%
CHF Hedged 6.46% 10.45% 16.29%

1. The performance of each hedged index has been calculated in the currency into which the hedge has been implemented. Past
performance does not predict future returns. Costs may vary with fluctuations in the exchange rate.
Source: Bloomberg, as of September 2024



General description of currency hedging

Currency hedged share classes will generally seek to hedge the underlying portfolio currencies to the currency of
the hedged share class. This hedging will typically be implemented via forward foreign currency contracts.

Forward foreign currency contracts are agreements to exchange one currency for another - for example, to
exchange a certain amount of Sterling for a certain amount of Euro - at a future date. The date, the amount of
currency to be exchanged and the price at which the exchange will take place are negotiated and fixed for the
term of the contract at the time that the contract is entered into.

For ETFs, the currency risk inherent in the invested portfolio would determine what needs to be hedged. For
example, a GBP based investor buying an ETF having Japan equity exposure is exposed to fluctuations in the
GBP/JPY currency pair. By entering into a one-month forward currency contract the investor locks in today's
currency forward rate for one month, mitigating the currency risk stemming from the JPY equity exposure for
that month. In the case of a multi-currency portfolio, each currency pair needs to be hedged with individual
forward foreign currency contracts to mitigate currency exposure. For example, to hedge a HSBC global
developed market equity UCITS ETF into EUR, the ETF would take each currency in the portfolio (excluding EUR)
and enter into a forward foreign currency contract for each currency pair to EUR.

E_j Components affecting the total return of a currency hedged exposure

The total return of a currency hedged portfolio is mainly affected by the performance of
the unhedged portfolio in the currency of the underlying asset and the forward
currency contracts return.

The forward currency contract’s return will be impacted mainly by
transaction costs and interest rate differentials priced into the forward
contracts. The interest rate differential might have a positive or a
negative impact.

For example, when investing in a US equity exposure hedged
back to JPY there would be a negative impact. The
counterparty providing a USD to JPY hedge will in fact
need to deliver JPY at the maturity of the forward
contract, thus earning JPY interest rates which are
currently lower than USD interest rates.

The counterparty is also short USD and has to
pay the higher USD interest rates.
This interest rate differential will be
embedded in the price of the

FX forward. An opposite and
symmetric situation (e.g. an
investment in a Japan equity
exposure hedged back to
USD) would instead
have a positive
impact.



o Hedge ratio

When hedging currency risk for a portfolio of securities, the amount of
each forward foreign currency contract is determined by the notional
value of the portfolio on the day of rebalance. At this point the “hedge
ratio” is targeted to be 100%, as the total value of the investment is
targeted to be hedged. However, intra month the value of the
underlying securities in the portfolio may vary and cause the hedge
ratio to deviate from 100%. If the value of the portfolio of securities:

@& Decreases, then the hedge ratio will exceed 100% and the position
will be over hedged

@ Increases, then the hedge ratio will drop below 100% and the
position will be under hedged

When the hedge ratio does not equal 100% the hedge is imperfect.
Note that in practice, even with a daily hedging currency exposure, it is
almost impossible to maintain a ‘perfect hedge’ due to intraday
movements in the price of underlying assets and currency pairs.

HSBC ETFs Forex Hedged share classes

ETFs set up under a share class structure will share one common pool
of assets. For direct replication ETFs, this common pool holds the
underlying securities used to track the benchmark index and is typically
an unhedged exposure.

Certain share classes of the ETF may offer currency hedging. Any
forward foreign currency contract used to gain this exposure will be
assigned at the specific forex hedged share class. (Table 2).

An investment in a currency hedged share class is equal to a portion of
the common pool plus the relevant forward foreign currency contract
relating to that share class.

Table 2:
Master
Fund
l
I I I I
Pocket 1 Pocket 2 Pocket 3 Pocket 4
USD Hedged GBP Hedged EUR Hedged CHF Hedged
Forward currency Forward currency Forward currency Forward currency
contracts hedging held contracts hedging held contracts hedging held contracts hedging held

at share class level at share class level at share class level at share class level

Source: HSBC Asset Management.
For informational purposes only and should not be construed as a recommendation for
any investment product or strategy.




Currency hedging methodologies

Historically, several providers used a monthly static currency hedge approach. This implied a monthly
rebalancing for the forward foreign currency contract regardless of currency or asset price movements
intra-month.

In 2017 ESMA announced new guidelines in Europe around UCITS currency hedged share classes specifically
aimed at reducing the contamination risk across different share classes.

These regulatory changes were implemented in 2018. Guidelines stipulate that the hedge ratio of any currency
hedged share class must not exceed 105% or fall short of 95% of the asset value of the share class. Thus, ETF
providers must monitor hedge ratios for currency hedged share classes within these tolerances (95% -105%) to
ensure there is no breach of ESMA guidelines.

Following the publication of this ESMA opinion, the ‘dynamic hedge’ has been increasingly adopted.

Table 3 compares commonly used currency hedging methodologies. HSBC ETFs model will be very similar to the
“dynamic hedge” model mentioned in the Table 3. i.e. 1 month forward foreign currency contract which aims to
combine the benefits of monthly and daily hedging.

HSBC currency hedged ETFs will generally implement tighter internal thresholds compared to ESMA tolerances
(95% -105%) with the aim to ensure more accurate currency hedging. HSBC ETFs will not be in the position to
track the hedged benchmarks as the index providers typically do not publish an index for a dynamic hedge
approach.

Table 3: Commonly used currency hedging methodologies

Static monthly hedge Static daily hedge Dynamic hedge
Instrument used 1 month FX Forward contracts
Hedge reset Monthly, typically at month end to  Daily, typically at end of day Whenever hedge ratio thresholds are
frequency coincide with portfolio rebalance beached (ESMA requires 95% - 105%

threshold but some providers may use
tighter internal thresholds)

Benefits € lower transaction costs as & Lower risk of an imperfect & Combines benefits of monthly and
the hedge is only reset once hedge (i.e. unwanted daily static hedging:
a month currency FiSk) intra-month as ° Hedge is reset if currency or asset
the forward contract is reset price moves lead to the hedge ratio
¢ Common method of currency daily falling outside of tolerances. This
hedging, used by many index mitigates intra-month currency risk
providers making ¢ Many index providers offer from imperfect hedging whilst
performance monitoring daily hedged indices making reducing transaction costs vs static
. . - daily hedging
versus the index easier performance monitoring
versus the index easier
Disadvantages Intra-month, the hedge ratio will ¢ Typically incurs higher Currently index providers do not publish
not reset with currency or asset transaction costs vs an index which accounts for a dynamic
price moves, this could make the monthly/dynamic methods, hedge approach
hedge imperfect, potentially removing the benefit of daily
causing unwanted currency risk resetting

€ Higher operational costs
when used for direct
replication funds

Source: HSBC Asset Management.
For informational purposes only and should not be construed as a recommendation for any investment product or strategy.



Important Information

For Professional Clients only and should not be distributed to or relied upon by Retail Clients.

The material contained herein is for marketing purposes and is for your information only. This document is not contractually binding nor are we required to provide this to you by any
legislative provision. It 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.

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 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.

HSBC ETFs are sub-funds of HSBC ETFs plc (“the Company”), an investment company with variable capital and segregated liability between sub-funds, incorporated in Ireland as a public
limited company, and is authorised by the Central Bank of Ireland. The company is constituted as an umbrella fund, with segregated liability between sub-funds. Shares purchased on the
secondary market cannot usually be sold directly back to the Company. Investors must buy and sell shares on the secondary market with the assistance of an
intermediary (e.g. a stockbroker) and may incur fees for doing so. In addition, investors may pay more than the current Net Asset Value per share when buying shares and
may receive less than the current Net Asset Value per Share when selling them. UK based investors in HSBC ETFs plc are advised that they may not be afforded some of the
protections conveyed by the Financial Services and Markets Act (2000), (“the Act”). The Company is recognised in the United Kingdom by the Financial Conduct Authority under section 264
of the Act. The shares in HSBC ETFs plc have not been and will not be offered for sale or sold in the United States of America, its territories or possessions and all areas subject to its
jurisdiction, or to United States Persons. Affiliated companies of HSBC Global Asset Management (UK) Limited may make markets in HSBC ETFs plc. All applications are made on the basis
of the current HSBC ETFs plc Prospectus, relevant Key Investor Information Document (“KIID"), Supplementary Information Document (SID) and Fund supplement, and most recent annual
and semi-annual reports, which can be obtained upon request free of charge from HSBC Global Asset Management (UK) Limited, 8 Canada Square, Canary Wharf, London, E14 5HQ. UK, or
from a stockbroker or financial adviser. The indicative intra-day net asset value of the sub-fund[s] is available on at least one major market data vendor terminal such as Bloomberg, as well
as on a wide range of websites that display stock market data, including www.reuters.com.

Investors and potential investors should read and note the risk warnings in the prospectus, relevant KID and Fund supplement (where available) and additionally, in the
case of retail clients, the information contained in the supporting SID.

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 communication with us. HSBC Global Asset Management (UK) Limited provides information
to Institutions, Professional Advisers and their clients on the investment products and services of the HSBC Group.

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.hsbe.co.uk

Copyright © HSBC Global Asset Management (UK) Limited 2024. All rights reserved.
Content ID: D003040_V3.0; Expiry Date: 31.10.2025

Some of the sub-funds may not be authorized for offering according to Art. 120 of the Federal Collective Investment Schemes Act in Switzerland (CISA). This material is intended towards
professional investors within the meaning of Art. 4 para 3 letter a — g and Art. 4 para 4 of the Swiss Financial Services Act (FinSA).

There are further possibilities with regards to opting in and opting out according to FinSA, please refer to our website at https://www.assetmanagement.hsbc.ch/ 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”.

For the HSBC ETFs sub- funds that are authorized for offering, please refer to the list of foreign collective investment schemes authorized for offering in Switzerland in the meaning of Art.
120 of the Swiss Federal Collective Investment Schemes Act (CISA) by the Financial Markets Supervisory Authority (FINMA) at Approved Institutes People and products | FINMA. (, P.O. Box
2888, CH-1211 Geneva 1. Investors and potential investors should read and note the risk warnings in the prospectus and relevant KID. Before subscription, investors should refer to the
prospectus for general risk factors and to the KID for specific risk Potential} investors are kindly asked to consult the latest issued Key Information Document (KID), prospectus, the articles of
incorporation and the (semi-Jannual report of the fund which may be obtained free of charge at the office of the representative: HSBC Global Asset Management (Switzerland) AG,
Gartenstrasse 26, P.O. Box, CH-8002 Zurich. Paying agent: HSBC Private Bank (Suisse) S.A., Quai des Bergues 9-17factors associated with this fund. Issue and redemption expenses are not
taken into consideration in the calculation of performance data.

The funds presented are sub-funds of HSBC ETFs plc, an investment company with variable capital and segregated liability between sub-funds, incorporated in Ireland as a public limited
company, and is authorised by the Central Bank of Ireland. The shares in HSBC ETFs plc have not been and will not be registered under the US Securities Act of 1933 and will not be sold or
offered in the United States of America, its territories or possessions and all areas subject to its jurisdiction, or to United States Persons.

Past performance is no indication to future results of a fund. The performance data do not take account of the commissions and costs incurred on the issue and redemption of units.
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