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Markets should rise further but may slow
August 2021
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Key Takeaways
& We remain positive on the stock market and other cyclical .
investments like high yield bonds but momentum may slow. Xian Chan ,
Chief Investment Officer, Wealth Management
€ We move to Neutral on the Materials and Industrials sectors HSBC Wealth and Personal Banking
because we think the recovery will now be driven by services.
® Long-term, we are positiveon Chinese equities but we thinkit is = Cynthia Leung
prudent to move to a Neutral allocation shorter-term. We remain 3 Senior Investment Strategist

Overweight on Asia and are now more positive on Thailand and HSBC Wealth and Personal Banking

Taiwan equities.

Asset class Short-term view (3-6 months) Long-term view (>12 months)
Global equities outperformed in the first half of 2021, led by We remain constructive on risky assets, but become more prudent as
Global equities A USandEuropeanindices across cyclical sectors (e.g. energy, A we foresee earnings cycle to peak and expect normalised returns after a
financials and real estate). We maintain our pro-risk stance. persistent rally that led to new record in the US.

The economy is certainly in recovery and growth mode, but upside in
yields are limited as US Treasury yields have stabilised at lower levels.
We remain underweight government bonds such as US, UK, EU and

Prospective returns have not improved despite longer-dated
Governmentbords W government bonds recently gained amid weakened risk v
appetite and dovish Fed comments. Yields are still negative.

Japan.
Investment grade High levels of inflation are largely priced-in and we now Risk rewards in investment grade bonds are unattractive and spreads
(IG) corporate expect implied inflation to remain largely unchanged. Against W are at historically tight levels, especially for longer-dated credit. We
bonds expectations of lower US Treasury yields, we are neutral IG. prefer shorter duration bonds in anticipation of rising interest rates.
High yield (HY) We reiterate our positive stance on high yield and EM debt In the long term, High Yield bonds spreads are unattractive and
CO? oyraete bonds A with afocuson Asian credit, despite volatility in the short-run v valuations are demanding. Qut of the HY universe, Asia bonds are
P with China’s property developers for better carry and yield. preferred despite regulatory risks and rising volatility in China.

Gold Gold prices have been range-bound due to a lack of catalysts We view limited upside in gold on the back of stronger global economic

as markets remain largely risk-on. recovery, a range-bound US Dollar and declining geopolitical risks.

Note: Shorttermview (3-6months): a relatively shorttemrmtactical view on asset dasses. Longtemn view (> 12 months): a relatively long-term stretegic view on asset dasses.
A “Overweight” implies a positive tilt towards the asset dass, 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 towardsthe asset class, within the context of a well-diversified, typically multi-asset portfolio.
lcons: * View onthis asset class has been upgraded; ¥ View on this asset class has been downgraded.
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Talking points

Each month, we discuss 3 key issues facing investors

1. How should investors be positioned?

@ The recovery remains on track and equities are our pick.
The services sector is now driving the recovery (Chart 1)
as more people are going out to consume. Thailand and
some countries in Europe have even re-opened for
tourists with minimal restrictions.

Because the services sector is likely to drive the current
phase of the recovery, we have downgraded the
Materials and Industrials sectors to Neutral. Materials
and Industrial companies have also performed well and
itis prudent to book some profits.

Inflation and the spread of COVID variants are risks and
investors need to ensure appropriate diversification.
Markets have arguably become used to higher inflation
but volatility may arise as details emerge around the US
Federal Reserve’s plans to taper quantitative easing.

2. What is the 2Q 2021 earnings outlook?

& US earnings are expected to grow 60% year-on-year and
this should drive the stock market higher. It is still early
in the reporting season but sofar 72% of global
companies have beaten expectations (Chart 2). However,
expectations are high and this may mean slower
upwards momentum inthe stock market.

Our preference is for consumerfocused sectors like
consumer discretionary, financials and real estate. The
financials sector, in particular, has the added benefit of
functioning as an inflation hedge.

The key riskto earnings remains COVID. New cases and
Delta variants around the world are rising and this could
stall the recovery. However, our base case is that
vaccine progress will facilitate continued recovery.

3. What do we think about Chinese equities?

& Chinese equities sentiment has been hitfollowing an
increase in regulatory risks in the tech and education
sectors. The Chinese stock market is down 9%* in July.
This has spilled over to the Hong Kong stock market
which is down 13%** over the same period.

We are positivelonger-term but it is prudent to take a
Neutral position on Chinese equities over the next 3-6
months because of the regulatory uncertainty. Investors
shouldn’t panic sell because the structural investment
case remains strong. Instead, one should ensure their
Chinese equities exposure is appropriately diversified
(notjust in tech stocks) and allocated.

On a 3-6-month basis, we maintain our Overweight
positionon Asia and upgraded Taiwan and Thailand
equities to Overweight. Thailand has recently re-opened
to tourism and should benefit from the recovering
tourism trade. Taiwan is a market that stands to benefit
from high demand for semi-conductors (Chart 3).

*CSI 300 Index (30 Jun - 27 Jul) ** Hang Seng Index (30 Jun- 27 Jul)

Chart 1: The services sector (red line) is now driving the recovery
Purchasing Manager Indices {PMI) — The higher the number, the better the outlook
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Source: Bloomberg, data as of 26 July 2021
Investment involves risks. Past performance is not anindication for future. For illustrative purpose only.

Chart 2: Corporate earnings expected to be strong in Q2
Global Q2 earnings statistics so far (28 July)
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Source: Refinitiv Datastream, MSCI All Country World Index, Data as of 28 July 2021.
Investment involves risks. Past performance is not an indication for future. For illustrative purpose only.

Chart 3: Global semi-conductor demand has spiked
Global bilings (USD Billions), 3-month average
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Source: Refinitiv Datastream, Data as of 26 July 2021.
Investment involves risks. Past performance is not an indication for future.For illustrative purpose only.
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House views

Our latest short-term (3-6 months) and long-term (>12 months) views on various asset classes

Short-term Long-term

Asset class . ; Comment
view view
Global equities
Equity markets performed well in the first half of 2021, led by US and European indices and propelled by cyclical
Global A A sectors across real estate, financials and energy. We maintain our risk-on stance as vaccination picks up, the cycle
broadens out and infrastructure spending kicks in to offset inflation and policy risks.
United States A We expect outperformance of US to continue but volatility to pick up due to the Fed’s policy shifts on rates and
tapering, higher taxes and regulations across industries such as tech. We remain overweight on US and cyclicals.
United Kingdom A A The market represents value while it emerges from COVID and Brexit. Notable progress with re-opening and
9 vaccination, UK benefits from its exposure to financials and energy companies, trade deals and exports.
Eurozone A Europe trades at a significant discount to the US with a value tilt, and consumer growth is yet to recover. It is also
appealing from the angle of dividend income and quality global export exposures, but UK is currently cheaper.
Japan Unable to benefit from the Olympics due to COVID concerns, Japan’s struggles include a sluggish economic growth
P outlook, constraint central bank stance and slow vaccination.
Emerging Markets A We have a positive stance on EM equities in the long run but nearterm challenges remain due to the EM’s higher
(EM) level of uncertainty surrounding central banks’ policies, path of the virus, vaccine progress and re-opening.
Central & Eastern v CEE and LatAm performed well YTD (+19% and 8% respectively, as at 29 July) on higher commodity prices and
Europe, Latin America risk-on mode, but central banks’ policy divergence, Delta variants and slow vaccine progress could hinder returns.
Asian equities
Asian equities are attractive after recent sell-off and subsequent marketstabilisation. Investment merits include high
Asian ex-Japan A A savings ratio, a rising middle class, a tech-savvy generation to lead consumer spending to pick-up. Manufacturing
of cyclical goods such as tech and clean energy is another growth angle.
China A Dramatic market corrections caused by China’s regulatory scrutiny on tech, education and online platforms have
! rattled investors. China is focused on minimising broader economic risks such as data privacy and antitrust.
India Virus cases may have peaked, but we remain neutral due to high valuations and risks of earnings downgrade.
Hong Kon A HK is highly exposed to cyclical sectors such as financials and real estate but risks of China’s industry regulation
9 9 and strict border controls cloud its near-term economic potential.
Singapore A A Singapore benefits from tech manufacturing and exports, leading vaccination and a strong domestic economy.
South Korea Korea's clear leadership in tech and semiconductors give rise to its growth, but valuation has already reflected this.
Taiwan A Taiwan’s tech benefits from the global semiconductor shortage and the rising global demand in 5G,
1 hardware/software and Apple supply chain exposure, but valuations are high and we are neutral longterm.
Government bonds
Despite improvement in valuations and a temporary pick-up in US Treasury, negative bond yields remain an
Developed markets (DM) v v unattractive feature for major government bonds including Japan, ECB, Germany and the UK, hence underweight.
United States v US Treasury yields have stabilised after spiking amid risk aversion. Further upside is unlikely as inflation risks are
largely priced in and we have a year-end forecast of 1%. Real yields remain very low.
United Kingdom v The BoE's policy stance is supportive with ongoing asset purchases and low interest rates but returns are poor.
Eurozone v v The ECB’s bond repurchase program and the EU recovery fund are positive but valuations are unattractive.
Japan v v Negative yields on Japanese government bonds are not appealing and the bond risk premium remains negative.
Emerging Markets A A EM debt is attractive as yields and prospective returns are higher than global peers on the back of higher real rates
{Local currency) and risk return. We have a positive view on local EM currencies hence our overweight stance.
. Bond yields are at historic lows but there is a divergence of economic impact and policy stance in the EM universe.
Emerging Markets h S h .
A v EM government bond yields attractive, but it will be crucial to monitor economic recovery trends, US bond yields as
(Hard currency)
well as the path of the US dollar.
Corporate bonds
Global investmentgrade v We remain neutral on global and US consistent with the Fed’s hawkish tilt and projection of inflation being transitory,
(1G) although there is a place in clients” portfolios for diversification purposes.
USD investmentgrade v Prospective returns have become unattractive as spreads have come down materially whilst index duration remains
(1G) high. This is largely determined by the path of the Treasury yields. We are less negative in the short term.
EUR and GBP investment v Monetary policies are accommodative as both the ECB and BoFE are supportive but valuations and yields are
grade (I1G) unattractive. Underlying corporate fundamentals have not yetsignificantly improved and default risks remain.
Asia investmentgrade A A Credit tightening and more regulatory scrutiny in China suggest moderate growth ahead. Some China IG issuers in
(1G) certain sectors have recently come under pressure but we remain positive on Asia credits.
. . In the search of yield, global HY can still provide attractive risk returns due to higher real yields and earnings growth.
Global high-yield (HY) A v We still prefer Asia to global HY as there are uncertainties on the global outlook but focus on quality.
US high-yield (HY) A \4 We are underweight long term as spreads are compressed but positive on higher growth and yields in the short run.
European high-yield ex A v Underlying corporate fundamentals are likely to improve if vaccination picks up and economic recovery gains
UK (HY) momentum in the near-term but valuations are unattractive in the long run despite an ultra-accommodative ECB.
Asia high-yield {HY) A A We remain constructive on Asia HY bonds as they still have a yield andgrowth advantage, and spreads still look

attractive relative to other global opportunities. Yet China’s economy and default risks need to be closely watched.

Commodities

Gold

Gold’s upside is limited after 2020's outperformance, as inflation risks are now priced in, geopolitical tensions abate
and economic recovery is in place. However, gold can offer diversification benefits in multi-asset portfolios.

Oil

Qil holds its gains but Delta variant disrupts demand recovery and OPEC+ intends to lift production in August.
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Sector Views

Global and regional sector views based on a 3-6 month horizon

Sector

Global

us

Europe

Asia

Comment

Consumer
Discretionary

A

A

A

A

Consumer spending continues to recover as economies re-open, thanks to pentup demand,
high levels of savings and low debt lkevels Further upward earnings revisions and improving
consumer sentiment are expected with additional potential gains for the services industry and
luxury goods, autos and hospitality even if travel restrictions remain largely in place.

Financials

The improving economic outlook with the stimulus packages inthe US and Europe should offset
lower interest rates and the potential for higher taxes in the US. Attractive valuations, higher
trading revenues and M&A activity are constructive. Q2 earnings beat expectations on higher
capital markets activity, lower loan provisions and a buoyant real estate market.

Industrials

Industrial stocks hav e rallied strongly in anticipation of a demand rebound as economies re-gpen
and the need to rebuild inventories remains strong. However, after one year of outperformance,
upside in US and Asian stocks appears limited given valuations. Supply chain issues and higher
input costs may weigh on margins. We downgraded Asia and Global industrials sector toneutral.

Information
Technology

The IT sector has struggled to gain momentum in 2021 on regulatory risks and valuation
concerns. Long-term trends in digitalisation and new technology should deliver above average
growth for the long term. However, semiconductors shortage is causing some production
challenges. Infrastructure spending should benefit digital infrastructure.

Communication
Services

The sector benefits from steady cash flow and growth from increased data usage as more
activity shifted online and business digitalised. Media companies are likely to see continued
robust demand. The 5G roll-out is positive for telecom equipment providers but neutralnegative
initially for service providers.

Materials

The economic recovery remains constructive, but is already reflected in valuations so we
downgraded Asia and Global materials sector to neutral. Metal prices have lost momentum in the
short-tertm as the Chinese authorities try to cool commodity prices. Infrastructure spending
related to fiscal stimulus in the US, Europe and Asiawill drive demand in the medium run.

Real Estate

Private residential real estate is seeing strong demand due to a unique combination of record
high savings and low interest rates. In contrast, commercial real estate sees more headwinds as
corporates look to reduce office space and retail moves online. The high dividend yield is
appealing in a lowy ield world.

Consumer Staples

The defensive staples sector is likely to underperform given the positive economic backdrop.
Although v aluations appear attractive relative tothe cyclical sectors, slower year-on-year growth
is expected thisyear as 2020 benefitted from COVID-19 fears that drove panic buying and stock-
piling of consumer essentials.

Energy

Supply -demand imbalances continue to support oil prices with demand rebounding quickly to
close to pre-pandemic levels as economies re-open. Volatility in energy prices and stocks may
arise with the ebb and flow of geo-politics.

Healthcare

COVID has spurredhealthcare spending, which is likely to remain a priority for households and
gov ernments as large backlogs in electve surgical procedures should drive stronggrowth.
Medical technology, biotech companies and preventative care benefit from strong demand. We
expect v datility to resurface regarding regulation on drug pricing, when COVID is contained.

Utilities

The sector has benefitted from various ‘green’ initiatives. Global sector valuations remain
relativ ely attractive, but the sector is likely to underperformin the cyclical recovery.
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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-VYHSBC 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, 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) and HBAP Sri
Lanka Branch (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 reflectindividual 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 dependentupon 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. Inthe event
that you choose not to seek advice from a financial adviser, you should carefully consider whether the investment product is suitable foryou. 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 isa

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 statementis only applicable to HSBC Bank (Taiwan) Limited with regard to how the publicationis distributed to its customers: HSBC Bank
(Taiwan) Limited (“the Bank”) shall fulfill the fiduciary duty actas a reasonable person once in exercising offering/conducting ordinary carein offering trust services/ business.
However, the Bank disclaims any guarantee on the management or operation performance of the trust business.

THECONTENTS OF THIS DOCUMENT ORVIDEO HAVE NOT BEEN REVIEWED BY ANY REGULATORY AUTHORITY IN HONG KONG OR ANY OTHER JURISDICTION.

YOU AREADVISED TO EXERCISE CAUTION IN RELATION TO THE INVESTMENT AND THIS DOCUMENT OR VIDEO. IF YOU AREIN DOUBTABOUT ANYOF THE
CONTENTS OF THIS DOCUMENT OR VIDEO, YOU SHOULD OBTAIN INDEPENDENT PROFESSIONAL ADVICE.

© Copyright 2021. 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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