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For the fourth time in a row, the Fed raised the policy rate by 0.75% to 3.75-
4%. Chair Powell indicated that the destination of rates may be higher than
previously projected. We now expect a 0.5% hike in December and another
0.5% (vs 0.25% previously) in February, leaving the target range at 4.75-5%.

The Fed meeting was interpreted by markets as being on the hawkish side,
hurting risk appetite. That said, the likelihood that we are probably nearing
the end of the tightening cycle will start to direct investors’ attention more to
economic and earnings fundamentals.
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We remain defensively positioned in our sector choices and differentiate
heavily between companies and borrowers. In equities, we continue to focus
on quality companies that generate cash, earnings, and maintain low levels T
of debt. In bonds, we prefer investment grade credit. The higher rates may ~
ultimately slow economic growth further, which is a positive for safe havens. “
The rate differential and relatively more resilient US economy compared to
many other DM countries continues to provide the dollar with some support.
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What happened?

As expected, at its November meeting the FOMC raised the Federal funds rate by 0.75%, lifting the policy rate to a
range of 3.75-4.00%. This represents an average monthly gain of 42 basis points per month since the Fed began
tightening policy rates in March, and continues to be the most aggressive Fed hiking cycle in history. The FOMC
has averaged 15 basis points per month in the six prior tightening cycles.

The Fed'’s balancing act consists of tightening policy sufficiently to slow demand and inflation, while not pushing the
economy over into recession. The Committee suggested it “will take into account the cumulative tightening of
monetary policy, the lags with which monetary policy affects economic activity and inflation, and economic and
financial developments”. Investors thought this sentence could possibly suggest that the FOMC may soon pause or
raise rates much more slowly than expected. At the December meeting, we expect them to raise rates by only
0.5%, and another 0.5% in February, leaving the target range at 4.75-5.00%. In fact, markets had priced in an 80%
probability of a 0.5% rate hike in December.

Fed Chair Jerome Powell made several comments that rankled market participants. First, he warned markets that
“the ultimate level of interest rates will be higher than anticipated” in September when the FOMC published its latest
Summary of Economic Projections (the so-called ‘dots plot’). He then clarified that it is “premature to think about
pausing hikes and ongoing increases are likely needed to return inflation to the FOMC's 2% symmetric target”.

The Fed made it quite clear that they will be aware of the cumulative effect higher rates have had and the lag
structures in place. This suggests to many that the Fed may be nearing a point where they pause and reflect on
how the economy and financial markets are responding. Fed Chair Powell also made it clear several times that
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they feel they must maintain a restrictive policy for a “prolonged period of time to ensure that inflation returns to
its 2% symmetric target and that long-term inflation expectations remain well anchored”. While global issues
are not part of the Fed’s mandate, it seems clear that the Fed’s aggressive policy and the resulting stronger
US dollar are having pronounced effects on many economies and financial markets. The Fed will remain

vigilant regarding global economic and financial market conditions and the potential feedback loops that could
further slow growth and adversely affect markets in the US.

One of the key drivers of inflation is the faster wage gains we have seen in this business cycle. Average hourly
earnings are rising in excess of 5% year-over-year while in the last business cycle they rose an average of
2.5% year-over-year. In addressing the state of labour markets, the Fed Chair said that labour markets remain
“out of balance”. He pointed out that job gains remain robust and suggested the unemployment rate will have
to climb before wage gains may slow sufficiently. Powell even suggested that a “sustained period of below-
trend growth and some softening of labour market conditions” may be needed to slow demand and inflation.

Investment Summary

Chart: Real Fed Funds will turn positive soon

* For investors, the Fed’s action was not a surprise.
However, some of the rhetoric in the press conference has
given investors pause. It is possible that the Fed may raise
rates more than markets anticipate, but principally, it seems
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In equities, we continue to focus on quality companies that S22z vwzSz23z2nwzSz23s 0z

generate cash, earnings, and maintain low levels of debt.
We maintain a more defensive posture in our sector
selection to that end. In the next few months markets will
probably re-price equities yet again, this time reflecting the
double whammy of slower demand and compressed
margins and the resulting downgrade of earnings
expectations for the next year. While higher interest rates
clearly may take a bite out of equities, US equities should
fare better than most markets, even with the potential for
slower growth, which is why we maintain our overweight on
US equity markets.

Source: Bloomberg, HSBC Global Private Banking as at 2 November 2022.

In fixed income, higher rates provide selective opportunities, and we maintain our focus on investment
grade treasuries, as well as emerging market credits. \We maintain short duration strategies as higher
policy rates should continue to drive market rates higher. If economic growth slows more or if the Fed raises
rates higher than expected, investors will seek the security of quality US fixed income markets.

For the US dollar, the momentum in the drivers of the US dollar bullish trend since mid-2021 (tighter US
monetary policy, slowing global growth, and rising risk aversion) are waning but not yet done.
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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 2022. 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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