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Foreword 3

Staying defensive while on
the lookout for silver linings

As 2023 dawns, markets will continue to face
the familiar twin headwinds of rising interest
rates and slowing economic momentum, with
US growth well below normal (though still
resilient), and the Eurozone and UK in recession.
But is the worst behind us?

Despite the ongoing cyclical challenges, opportunities
can still be found and a silver lining may be emerging
on the rate front. We see key inflation drivers in

the US easing — as commodity price pressures,
transportation costs and product shortages linked
to supply chain disruption have all passed their
worst level. Core inflation remains sticky for now
but the latest data also provides some hope here,
allowing the Fed and other central banks to slow
interest hikes in the coming months.

What does this mean for investors?

As bonds have sold off sharply in 2022, they look
cheap and attractive from a risk-return perspective
when compared to equities. In particular, we prefer
short-dated and investment-grade bonds. \Why?
Because aggressive rate hikes have already been
priced in, and these bonds can be useful diversifiers
when economic growth is slowing. We'll start to add
more risk (for example, by extending the duration)

when both inflation and policy tightening have peaked.

Equities aren’t out of the woods yet. Although they're
much cheaper than earlier in the year, they remain
vulnerable to the slowdown, leading us to seek out
regional advantages and quality stocks with strong
market positions. US stocks continue to stand out
from their European counterparts thanks to their
diversity and quality characteristics. Meanwhile,
some markets in Southeast Asia are well placed to
benefit from post-Covid reopening, bringing them

into the spotlight. Mainland China is another silver
lining as we see the gradual relaxation of the
zero-Covid policy and more stimulative measures
coming into play, leading us to turn more positive
on Chinese assets.

Structural trends are gaining momentum, and those
companies in a position to exploit them are most
likely to deliver. Better still, many of these stocks are
currently trading at attractive values. Sustainability
is a case in point. While short-term energy security
concerns have caused governments to invest in
more oil and gas, the long-term investment case is
squarely in favour of climate mitigation, renewable
power, energy-efficient production and green
technologies of all kinds. Infrastructure is another
long-term driver where massive funding from
governments and corporates will be prioritised

to spark economic recovery.

Stay diversified and watch for key milestones

After a volatile, challenging year, investors are at a
crossroads. Despite uncertainty around geopolitics
and exactly when the rate, inflation and growth cycles
will turn, it's worth noting that almost all assets have
repriced since early 2022. It's therefore important to
stay invested and build a diversified portfolio of high
quality assets, while waiting for more clarity to take

riskier bets.

Best wishes for a smooth, successful investment
journey in 2023.

Willem Sels

Global Chief Investment Officer,
HSBC Global Private Banking
and Wealth
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Key data to watch

We expect growth to moderate but global recession is not our base case in 2023

GDP Inflation
2022f 2023f 2022f 2023f
World 2.9 1.8 8.5 6.7
us 1.7 0.4 8.1 4.7
Eurozone 3.1 -0.2 8.6 6.9
UK 4.3 -0.2 9.1 8.0
Japan 1.2 0.9 2.2 1.0
Mainland China 3.8 5.2 2.2 2.6

Source: HSBC Global Research, as of 18 November 2022. The forecasts are subject to change.

The US market continues to perform more strongly than most other global markets
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Source: Refinitiv Datastream, as of 18 November 2022. Past performance is not indicative of future performance. For illustrative purposes only.

High dividend, quality and defensive stocks tend to fall less when equity markets are down

Average return in months when stocks are down
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Source: Refinitiv Datastream, as of 18 November 2022. Calculations from 2010 to the present. Past performance is not indicative of future performance. For illustrative
purposes only.
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How could our views change when rates peak or growth bottoms?

Current position

e QOverweight bonds but with a focus on short maturities and quality borrowers
e Underweight equities to build recession-resistant portfolios
e |ess support for USD

|

have peaked? growth and earnings stabilise?

} '

What could we change after rates | What could we change when economic

e Extend duration of bond holdings e Add to equity exposure and become less defensive
e |ess challenging environment for tech e Selectively add to credit risk

and other growth stocks e Geographical preferences depend on
e Stick to quality stocks and bonds improvement to key local challenges

e USD to decline

Global calendar

Key events - First half of 2023

Feb 1 Federal Open Market Committee May 3 FOMC policy decision
(FOMC) policy decision
May 4 ECB policy decision
Feb 2 Bank of England (BoE) and
European Central Bank May 11 BoE policy decision

(ECB) policy decision

May 19-21 G7 Summit
Mar The 14th National People’s Congress

(date TBC) of the Chinese Communist Party _ .
Jun 14 FOMC policy decision

Mar 16 ECB policy decision _ o
Jun 15 ECB policy decision

Mar 22 FOMC policy decision ] o
Jun 22 BoE policy decision

Mar 23 BoE policy decision
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Four investment themes

to help shape your portfolio

1. Take shelter in quality bonds

Although we see some signs of inflation and interest rates peaking in 2023, they're likely to stay
high for a while yet, driving market volatility. Growth isn't likely to come to the rescue, and the
Fed is likely to prioritise inflation control while keeping rates in restrictive territory.

Since bond yields have spiked significantly, bonds look more attractive than cash and equities
from a risk-return perspective. With aggressive hikes from major central banks already priced
in, short-dated bonds with maturities of two to five years can help to navigate interest rate
volatility. Meanwhile, as markets focus increasingly on the earnings slowdown, investment-
grade credit issued by corporates with strong fundamentals offers compelling yields and a
buffer against downturns.

We suggest using high-quality bonds to help diversify your holdings and generate income.
Floating-rate instruments like securitised credit, which generally move in line with interest rates,
might also be considered. Inflation will erode the value of cash over time, so letting money stand
idle is not a sound strategy for long-term investors.

+ Short-dated investment-grade bonds in developed markets, emerging markets and Asia offer
attractive risk-adjusted returns and diversification benefits

+ Floating-rate instruments (e.g. securitised credit) are also favoured

2. Look for regional advantages in the US and Asia

Although the macro outlook isn't positive for equities, the US and Asia continue to benefit from economic
reopening, while offering different growth dynamics. Nonetheless, a focus on quality and relative
advantages is critical.

Even with the prospect of one or two negative growth quarters in 2023, the US economy remains
resilient compared to Europe thanks to strong balance sheets, a healthy labour market, the ongoing tech
revolution and increased spending on infrastructure and sustainability. Additionally, political gridlock has
historically been positive for equities.

In Asia, some export-oriented, technology-driven economies like Taiwan and South Korea face
challenges. But the region’s young, increasingly affluent population bodes well for the future: Asia is
expected to provide 50% of global consumption growth in the next decade, fuelled by rising incomes and
shifting consumption habits.! Meanwhile, successful adaptation to pandemic-related disruption, supply
chain challenges and the drive towards net zero create further compelling opportunities. Overall, Hong
Kong and Southeast Asia are attractive as they continue to reopen and the latter has benefitted from
supply chain reorientation. In mainland China, we expect supportive monetary policy to take shape, while
structural trends such as infrastructure investment and the green transition should thrive.

+ Geographically, the US, Latin America, mainland China and Hong Kong remain our top picks. We focus
on quality companies with robust balance sheets, low debt and high profit margins

+ We also favour Southeast Asia, in particular Thailand and Indonesia on their economic reopening and

undemanding valuations
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3. Build resilience with defensive sectors

With cyclical risks set to remain high, we continue to favour defensive sectors which are less sensitive
to economic downturns.

Energy security and increased investment in renewables are high on most government agendas, so
energy stocks, especially upstream companies focusing on exploration and production, should fare well.
Meanwhile, consumer staples offer an effective inflationary hedge since companies can protect their
margins as prices rise. Conversely, with wages failing to keep pace with inflation in most markets, the
consumer discretionary sector is likely to suffer as people spend less on non-essential items due to rising
mortgage, food and utility costs.

Investors may also look selectively at the healthcare and real estate sectors for potential opportunities.
Europe’s pharma-oriented healthcare sector is in better shape than the US, where biotechnology

stocks face financing pressures. While rising interest rates are weighing on residential and commercial
property prices, rentals remain a resilient source of income. We also see long-term growth potential in
infrastructure as many governments, including the US and mainland China, have embraced infrastructure
investment as a policy tool to boost economic recovery.

+ We prefer energy and consumer staples (Global, the US, Europe and Asia), healthcare in Europe
and utilities in the US

+ We explore selective opportunities in the real estate sector and favour infrastructure in general

4. Catch the ESG momentum

Extreme weather events have posed a greater threat than ever before. The need for urgent action on
emissions reduction, adaptation measures and higher climate financing was duly reinforced at the

1 27th Conference of the Parties (COP 27). As government policy, technological innovation and capital
expenditure increasingly align with ESG goals, we see growing momentum in clean energy and sourcing
income from sustainable companies in particular.

et The Russia-Ukraine war has triggered the need for energy independence and diversified energy sources. §

This imperative is driving government investments in infrastructure, products and services focused on =

—— clean energy. For example, the US Inflation Reduction Act includes USD 363bn of energy and climate ff“’:‘

= provisions. Mainland China’s multi-year plan to create an innovative economy is also directly tied to _”ﬁ_—_
energy transition and climate change programmes.

In this complex investment landscape, it's important for investors to secure diversified sources of income.
Companies that prioritise ESG in their strategy and risk management are typically characterised by robust
business models and healthy earnings streams. They're central to our search for quality and their bonds
e can offer the kind of stable income for investors to manoeuvre in uncertain times.

+ Focus on renewable power (such as solar, wind, hydro and waste-to-energy), energy efficiency
strategies, green infrastructure, and energy-efficient construction materials

+ Look for regular income from quality companies with sustainability as their core value
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Regional market outlook
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A Asia (excluding Japan) =

In general, inflationary pressures are lower for most Asian

nations than for those in the West, allowing central banks to

keep rate rises more limited. We have turned more positive

on Chinese equities thanks to the gradual relaxation of zero-

Covid policy, more stimulative measures for the property

market, and attractive valuations. Southeast Asia, which
_is traditionally a more defensive market, and Hong Kong

~__ benefit from their economic reopening.

Y
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’? ‘ Meanwhile, a slowing global appetite for consumer

'p * clectronics is holding back the Asian technology cycle,
‘ which impacts Taiwan and South Korea in particular.

Over the next 6 months, we are overweight on:
¢ Mainland Chinese equities and Hong Kong equities

e Southeast Asia, particularly Thailand and
Indonesian equities

¢ Energy and consumer staples sectors
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Exports are recovering thanks to improved supply chain
conditions in the automotive industry, but this will only
partially offset domestic weakness. In inflation terms,
Japan continues to be an outlier with slow inflation and
meagre wage increases. In contrast to the rest of the
world, this will probably keep the Bank of Japan on an
accommodative policy path, maintaining downward
pressure on JPY. A weak JPY has been giving Japanese
companies a competitive advantage so far, but as the
USD momentum fades, and should JPY see an upside from
here, that advantage will fall away.

Japan

Our neutral stance on Japanese equities remains
unchanged due to tepid growth expectations.

V Eurozone and ¥ UK

Regional market outlook 9

A United States

The US economy is slowing and could endure one or even
two negative growth quarters in 2023. It should, however,
prove more resilient than Europe. As a net exporter of oll,

the country also benefits from current high prices.

Turning to the stock market, we see many US companies
with strong market positions, allowing them to protect their
earnings and margins in today’s tough macroeconomic
environment. Fed rate hikes should continue to support the
USD, although we expect its upward momentum to fade
later in the year.

Over the next 6 months, we are overweight on:

e US equities, particularly energy, consumer staples
and utilities

¢ US investment-grade bonds

V¥V EM EMEA and A EM Latin America %}

The Eurozone and UK are in recession as a severe cost of
living crisis damages consumers’ real disposable incomes.
We expect further rate hikes from the European Central
Bank and the Bank of England to drive up mortgage rates
and hurt the housing market. Meanwhile, geopolitical
uncertainty and higher borrowing costs are limiting
investment.

The ability of governments to act is constrained by
rising yields, as seen recently in the UK, where spending
increases had to be abandoned. European stocks are
cheap compared to US stocks, but risks are higher, and
unless growth stabilises or the Russia-Ukraine conflict
eases, we see limited scope for a market bounce.

When global risk appetite is under pressure, a selective
stance towards emerging markets is advisable.

In equities, we favour Latin America, where Mexico in
particular is benefitting from re-onshoring of manufacturing
chains and the relative resilience of the US economy.
Brazil's inflation is falling and should allow the central bank
to cut rates and support the economy. In contrast, we're
significantly underweight in EM EMEA, which is impacted
by weak EU growth, higher energy prices and low global
risk appetite. The exception is the Gulf area, which benefits
from high oil prices and is diversifying its economy.

In EM bond markets, we're being selective and focusing
on quality borrowers with strong balance sheets, given the
considerable increase in USD borrowing costs.

Over the next 6 months, we are overweight on:

¢ Energy, consumer staples, healthcare and
communication services sectors

¢ European and UK investment-grade bonds

Notes:

Over the next 6 months, we are overweight on:
e EM Latin American equities

e Bonds from high quality borrowers, preferably
in USD

The above reflects a 6-month view (relatively short-term) on asset classes for a tactical asset allocation. For a full listing of HSBC’s house views
on asset classes and sectors, please refer to our Investment Monthly issued at the beginning of each month.

A “Overweight” implies a positive tilt towards the asset class, within the context of a well-diversified, typically multi-asset portfolio.

v “Underweight” implies a negative tilt towards the asset class, within the context of a well diversified, typically multi-asset portfolio.

“Neutral” implies neither a particularly negative nor a positive tilt towards the asset class, within the context of a well-diversified, typically multi-asset portfolio.
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This document or video is prepared by The Hongkong and Shanghai Banking Corporation Limited ("HBAP’), 1 Queen’s Road Central, Hong Kong.
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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.

N HSBC ' Opening up a world of opportunity



