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“Smaller Fed I)ike_igarks risk-on rally

Key takeaways

¢ The Federal Reserve slowed the pace of its tightening cycle again by raising

the Fed funds rate by just 25 basis points to the 4.5-4.75% range, as ‘Cjﬁi:?n?z:fn?em Offcer
expected. We believe that the Fed will hike once more in March, lifting the Armericas, HSBC Global Private
rate to 4.75-5% and then keep it there throughout 2023. Banking and Wealth

¢ The press conference was seen as somewhat dovish, on balanced. However,
the Fed remains concerned about wages that are rising at almost double the
rate of the prior business cycle. If labour markets remain tight, the concern is
that the Fed may continue to lift policy rates slightly above 5% or {in our view,
more likely) keep rates at 5% for an extended period of time. To a large
extent, resilient labour markets are responsible for high service price inflation,
which is an area where the Fed wants to see some disinflation too.

¢ The imminent end of rate hikes is clearly positive for fixed income and we maintain our overweight on investment
grade and EM corporate bonds. While we adopt a short-to-medium duration for now, the opportunity to lock in
somewhat longer rates might make sense very soon as we approach the peak in rates. For equities, progress is
being made on the inflation front with still resilient growth and labour markets, while valuations look compelling.
We maintain our overweight in the US and global neutral stance on equities. For the US dollar, the slowing rate
hikes are a signal that the dollar rally is behind us, leaving the currency to underperform other developed
currencies due to improving global risk appetite and bottoming economic growth expectations outside of the US.

Michael Zervos
Investment Strategy Analyst,
HSBC Global Private Banking
and Wealth

What happened?

* As expected, at its first meeting of the year, the Fed slowed the pace of its tightening cycle again by raising the
Fed funds rate 25 basis points to the 4.5-4.75% range. This was a smaller hike than the 50 basis point increase at
its December 2022 meeting. In its press release, the Fed stated that “ongoing increases in the target range will be
appropriate” which demonstrates the FOMC’s resolve to continue lifting rates to drive inflation toward its 2%
symmetric target. The Fed attempted to strike a balance so that the smaller increase in policy rates was offset by
policy statements that indicated the Fed’s job is not yet finished. The Fed also mentioned several times that policy
rates would remain elevated for a sustained period of time to ensure inflation approaches the 2% target rate.

« Despite repeated assertions that the Fed’s “job is not done”, the FOMC provided plenty of data points that suggest
they may be nearing the end of the tightening cycle. In its press release, the FOMC stated that it “will take into
account the cumulative tightening of monetary policy, the lags with which monetary policy affects economic
activity, and inflation”. Moreover, the committee reiterated that they would be highly data dependent, and would
monitor economic and financial developments in determining the course and pace of future monetary policy.

* Equity markets rallied after the press conference, as despite certain hawkish statements, markets viewed the
slower rate hikes as a signal that the Fed would not look to tighten financial conditions too much. Risk assets
drove markets, led by technology, discretionary, and communication services shares. Fixed income markets rallied
as well, as a potential Fed pause (a peak in policy rates) could signal the peak in market rates. While we remain
focused on short to medium term duration assets, the peak in market rates could be a signal to extend duration in
the near future. Longer duration assets could be more interesting if the disinflationary environment persists.
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In terms of the economy, Fed Chair Powell pointed out that
recent data have shown signs of a slowing economy. That
said, in its press release, the FOMC reiterated that it would “be Wage growth is still high but has been steadily declining
prepared to adjust the stance of monetary policy as Average hourly earnings (AHE) Y-0-Y % change

appropriate if risks emerge” that could impede its ability to
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deliver on its dual mandate of stable labour markets and >
inflation. 5.5% -
The FOMC stated that the disinflationary process has started. 5.3%

Powell suggested that “this is the first time the Fed can say
that”, and “this is a good thing”. In the press release, the

FOMC stated that “inflation has eased somewhat, but remains 4.9% A
elevated”. Prices remain elevated due to “supply and demand

5.1% 4

4.7%
imbalances, higher food and energy prices, and broader price '
pressures” in the global economy. 4.5%
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The Fed remains concerned about wages that are rising at F P LY F TS
almost double the rate of the prior business CyCle' In addITIOI’], Source: Bloomberg, Federal Reserve, HSBC Global Private Banking as at 1
Powell pointed out that he is concerned about the rise in job February 2023,

openings in the recent JOLTS data, which suggests that labour
market tightness may persist. If labour markets remain tight,
the concern is that the Fed may continue to lift policy rates to
bring about a rise in the unemployment rate and slower wage
gains. So far, however, Powell said “it is gratifying the
disinflationary process is now getting underway and we
continue to get strong labour market data”.

Powell repeatedly suggested that while the disinflationary process has begun, they are not seeing sufficient
disinflation in the services sectors yet to say that they can pause the tightening cycle. The FOMC must maintain a
position that seems more hawkish (to continue to raise rates), and to maintain a high level of interest rates for a
prolonged period of time. If not, market participants could take this as a sign of the Fed acquiescing, and the
potential beginning of a Fed pivot. This obviously would be premature, and it's not a signal the Fed wants to send
at this point. We believe the Fed will raise rates another 25 basis points at its March meeting and then pause. In
an effort to continue to drive inflation lower, we believe the Fed will keep policy rates at this level for a sustained
period of time. In analysing the risks of over-tightening, or not tightening enough, Powell indicated that the risk of
doing too little is greater than going too far. “We have tools that would work if the Fed ended up over shooting”
he says.

Investment Summary

For fixed income, we maintain a short-to-medium duration, but given that the peak in rates seems near, locking in
higher long rates might make sense very soon. In addition, given the weakness in economic activity this year, we
focus on investment grade fixed income products, across both developed and emerging markets.

For equities, the potential end of the Fed tightening cycle could be welcome news. US equity valuations are full, but
peaking rates and any decline in real rates could help support valuations around current levels. Due to the economic
slowdown and disinflation, we look for earnings downgrades to continue, but are somewhat comforted by the fall in
earnings revisions to date (Bloomberg suggests consensus earnings growth for 2023 is now close to zero). Once
earnings expectations better align with economic reality, we would increase our overweight position in US stocks in
the future. For now, we continue to see better opportunities elsewhere, especially in mainland China, ASEAN and
Hong Kong.

For the US dollar, the possible Fed pause is a signal that the US dollar rally is behind us, leaving the currency to
underperform other developed currencies. In Europe, tighter monetary policies and improved optimism on growth in
the region should result in appreciating currencies.

{X} HSBC
PUBLIC



Disclaimer

This document or video is prepared by The Hongkong and Shanghai Banking Corporation Limited ("HBAP’), 1 Queen’s Road Central, Hong Kong. HBAP is
incorporated in Hong Kong and is part of the HSBC Group. This document or video is distributed and/or made available by HSBC Bank Canada {including one
or more of its subsidiaries HSBC Investment Funds (Canada) Inc. (“HIFC”), HSBC Private Investment Counsel (Canada) Inc. (“HPIC”) and HSBC InvestDirect
division of HSBC Securities {Canada) Inc. {“HIDC"}}, HSBC Bank (China} Company Limited, HSBC Continental Europe, HBAP, HSBC Bank (Singapore) Limited,
HSBC Bank Middle East Limited (UAE}, HSBC UK Bank Plc, HSBC Bank Malaysia Berhad (127776-V)/HSBC Amanah Malaysia Berhad (807705-X), HSBC Bank
(Taiwan) Limited, HSBC Bank plc, Jersey Branch, HSBC Bank plc, Guernsey Branch, HSBC Bank plc in the Isle of Man, HSBC Continental Europe, Greece, The
Hongkong and Shanghai Banking Corporation Limited, India (HSBC India), HSBC Bank (Vietnam) Limited, PT Bank HSBC Indonesia (HBID), HSBC Bank
(Uruguay) S.A. (HSBC Uruguay is authorised and oversought by Banco Central del Uruguay), HBAP Sri Lanka Branch, The Hongkong and Shanghai Banking
Corporation Limited — Philippine Branch and HSBC Savings Bank {Philippines), Inc., and HSBC FinTech Services {Shanghai) Company Limited (collectively, the
“Distributors”) to their respective clients. This document or video is for general circulation and information purposes only.

The contents of this document or video may not be reproduced or further distributed to any person or entity, whether in whole or in part, for any purpose. This
document or video must not be distributed in any jurisdiction where its distribution is unlawful. All non-authorised reproduction or use of this document or
video will be the responsibility of the user and may lead to legal proceedings. The material contained in this document or video is for general information
purposes only and does not constitute investment research or advice or a recommendation to buy or sell investments. Some of the statements contained in
this document or video 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-looking statements as a result of various factors. HBAP and the Distributors 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 or
video 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 are based on the HSBC Global Investment Committee at the time of
preparation, and are subject to change at any time. These views may not necessarily indicate HSBC Asset Management's current portfolios’ composition.
Individual portfolios managed by HSBC Asset Management primarily reflect individual clients’ objectives, risk preferences, time horizon, and market liquidity.

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. Past
performance contained in this document or video is not a reliable indicator of future performance whilst any forecasts, projections and simulations contained
herein should not be relied upon as an indication of future results. 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 with which they trade. These economies also have been and may continue to be affected adversely by economic
conditions in the countries in which they trade. Investments are subject to market risks, read all investment related documents carefully.

This document or video provides a high level overview of the recent economic environment and has been prepared for information purposes only. The views
presented are those of HBAP and are based on HBAP's global views and may not necessarily align with the distributors’ local views. 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. It is not intended to provide and should not be relied on for accounting, legal or tax advice. Before you make any investment decision, you
may wish to consult a financial adviser. In the event that you choose not to seek advice from a financial adviser, you should carefully consider whether the
investment product is suitable for you. You are advised to obtain appropriate professional advice where necessary.

We accept no responsibility for the accuracy and/or completeness of any third party information obtained from sources we believe to be reliable but which
have not been independently verified.

Important Information about HSBC Global Asset Management (Canada) Limited (“AMCA")
HSBC Asset Management is a group of companies, including AMCA, that are engaged in investment advisory and fund management activities, which are
ultimately owned by HSBC Holdings plc. AMCA is a wholly owned subsidiary of, but separate entity from, HSBC Bank Canada.

Important Information about HSBC Investment Funds (Canada) Inc. (“HIFC")

HIFC is the principal distributor of the HSBC Mutual Funds and offers the HSBC Mutual Funds and/or the HSBC Pooled Funds through the HSBC World
Selection® Portfolio service. HIFC is a subsidiary of AMCA, and indirect subsidiary of HSBC Bank Canada, and provides its products and services in all
provinces of Canada except Prince Edward Island. Mutual fund investments are subject to risks. Please read the Fund Facts before investing.

®World Selection is a registered trademark of HSBC Group Management Services Limited.

Important Information about HSBC Private Investment Counsel (Canada) Inc. ("HPIC")

HPIC is a direct subsidiary of HSBC Bank Canada and provides services in all provinces of Canada except Prince Edward Island. The Private Investment
Counsel service is a discretionary portfolio management service offered by HPIC. Under this discretionary service, assets of participating clients will be invested
by HPIC or its delegated portfolio manager, AMCA, in securities, including but not limited to, stocks, bonds, mutual funds, pooled funds and derivatives. The
value of an investment in or purchased as part of the Private Investment Counsel service may change frequently and past performance may not be repeated.

Important Information about HSBC InvestDirect (“HIDC")

HIDC is a division of HSBC Securities (Canada) Inc., a direct subsidiary of, but separate entity from, HSBC Bank Canada. HIDC is an order execution only
service. HIDC will not conduct suitability assessments of client account holdings or of the orders submitted by clients or from anyone authorized to trade on the
client’s behalf. Clients have the sole responsibility for their investment decisions and securities transactions.

The following statement is only applicable to HSBC Bank (Taiwan) Limited with regard to how the publication is distributed to its customers:
HSBC Bank (Taiwan) Limited {“the Bank") shall fulfill the fiduciary duty act as a reasonable person once in exercising offering/conducting ordinary care in
offering trust services/ business. However, the Bank disclaims any guarantee on the management or operation performance of the trust business.

THE CONTENTS OF THIS DOCUMENT OR VIDEO HAVE NOT BEEN REVIEWED BY ANY REGULATORY AUTHORITY IN HONG KONG OR ANY OTHER
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