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Special Coverage:

Swiss bank deal: Good for equity markets
but a concern for AT1 bond market

Key takeaways

. . . Willem Sels
¢ The agreement by UBS to buy Credit Suisse in a government-brokered deal / ’ Global Chief Investment Officer,
for CHF 3bn is a positive for global equity market sentiment. Banks around
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the world have seen their share prices plummet and credit default swap (CDS) 'g‘ and Wealth
levels spike since Silicon Valley Bank (SVB) saw large deposit withdrawals.

¢ A series of forceful actions by central banks and regulators around the world
have reduced the risks of deposit flight and banks have been provided with
plenty of liquidity. In the case of Credit Suisse, by combining with UBS, the
solidity of the combined bank’s business model, capital and huge liquidity
assistance provided by the Swiss Central Bank should provide enough
confidence to temper European banks’ stock price volatility.

¢ We think credit spreads on bank bonds will widen and volatility will especially increase for all bailinable instruments.
Financial conditions around the world have already been hit by the recent turmoil, and surveys are already showing
some tightening in bank lending conditions. This could have a negative impact on economic growth. We remain
selective in our sector picks, preferring healthcare, energy, consumer discretionary and communications; and
continue to focus on quality, across equity and bond markets in all sectors.

What happened?

The agreement by UBS to buy Credit Suisse in a government-brokered deal for CHF 3bn is a positive for global
equity market sentiment. Banks around the world have seen their share prices plummet and credit default swap
(CDS) levels spike since Silicon Valley Bank (SVB) saw large deposit withdrawals. A series of forceful actions by
central banks and regulators around the world have reduced the risks of deposit flight and banks have been
provided with plenty of liquidity. In the case of Credit Suisse, by combining with UBS, the solidity of the combined
bank’s business model, capital and huge liquidity assistance provided by the Swiss Central Bank should provide
enough confidence to temper European banks’ stock price volatility.

The Swiss regulator’s (FINMA) announcement reads as: “In close coordination with FINMA, the Swiss
Confederation and the SNB, UBS will take over Credit Suisse in full. The extraordinary government support will
trigger a complete write-down of the nominal value of all AT1 shares of Credit Suisse in the amount of around
CHF 16 billion, and thus an increase in core capital.”
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Investment summary

We are surprised by the write-down of the AT1, and believe AT1 markets across Europe will react negatively.
Very recently, CS management stated the balance sheet was healthy and capital ratios were strong, and well
above the level where the mechanical trigger for AT1 would be activated. By using its discretionary powers
and disturbing the waterfall (allowing equity holders to receive CHF 3bn but AT1 to be written down), the
actions of the FINMA have sharply increased the “regulatory” risks and reduced the visibility for AT1
investors. Although the action by the FINMA does not imply that similar steps would be taken elsewhere,
markets would probably welcome more guidance from regulators around the world now on how they could
use discretionary triggers in the future.

We think credit spreads on bank bonds will widen and volatility will especially increase for all bailinable
instruments. In our portfolio strategy, we have been focusing on senior and Tier Il instruments, but will
reassess in coming days and potentially narrow our focus even further on senior instruments.

If the AT1 market sees extended weakness and less primary activity, this could raise the cost of funding for
banks. Financial conditions around the world have already been hit by the recent turmoil, and surveys are
already showing some tightening in bank lending conditions. This could have a negative impact on economic
growth. As a result, we remain selective in our sector picks, preferring healthcare, energy, consumer
discretionary and communications. The first two are defensive sectors, while the other two benefit from the
fall in rate expectations we've seen recently as a result of the turmoil. We continue to focus on quality,
across equity and bond markets in all sectors.
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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
JURISDICTION.

YOU ARE ADVISED TO EXERCISE CAUTION IN RELATION TO THE INVESTMENT AND THIS DOCUMENT OR VIDEO. IF YOU ARE IN DOUBT ABOUT ANY OF
THE CONTENTS OF THIS DOCUMENT OR VIDEO, YOU SHOULD OBTAIN INDEPENDENT PROFESSIONAL ADVICE.

© Copyright 2023. The Hongkong and Shanghai Banking Corporation Limited, ALL RIGHTS RESERVED.

No part of this document or video 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 The Hongkong and Shanghai Banking Corporation Limited.
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