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Key takeaways

& Inflation concerns have driven bond yields higher. Short-term Xian Chan

volatility may persist but we think this will be temporary and mild. Chief Investment Officer, Wealth Management

. " . HSBC Wealth and P | Banki
& Over the next 3-6 months, we think equities will rally further ealih and rersonal Banking

thanks to the earnings recovery but longer-term investors may

wish to start reducing exposure in more expensive asset classes. Cynthia Leung
) o o Senior Investment Strategist
4 Overa 12 month horizon, we are positive on Global Equities but HSBC Wealth and Personal Banking

have downgraded US, South Korea & Taiwan to Neutral. We have

also downgraded US High Yield Bonds to Neutral. They have
rallied and are now less attractive from a valuation perspective.

Asset class Short-term view (3-6 months) Long-term view (>12 months)

Global equities A Economic data points to a strong global recovery, bolstered A Policy remains supportive, not least the prospect for further major US
q by vaccine roll-out. Cyclical stocks stand to benefit. fiscal stimulus, while global geopolitical uncertainty has edged lower

Government v The surge in bond yields in a short space of time has limited v Increasing dependence on targeted fiscal measures to support growth

bonds further upside and overall DM bonds returns are unattractive. may deteriorate the diversification properties of government bonds

Investment grade A We are positive in the near-term as global IG bonds have a v Prospective returns have become unattractive, particularly for longer-

corporate bonds place in portfolio diversification. duration bonds.

High yield A In the ‘low but volatile’ rate environment that we foresee, we ' After the recent run-up in Treasury yields, spreads are no longer

corporate bonds continue to look for a yield pickup in HY bonds. appealing, although the Fed and ECB are supportive with their policies.

Gold pulled back as the economy continues to recover, but
Gold A low rates will continue to support gold. There remains a place
for gold in well-diversified portfolios during times of volatility.

Further upside could be limited as economies recover, geopolitical
tensions ease, and uncertainty falls

Note: Short-term view (3-6 months): a relatively short-term tactical view on asset classes. Long-term view (> 12 months): a relatively long-term strategic view on asset classes.

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.
Icons: t View on this asset class has been upgraded@+ View on this asset class has been downgraded.




Talking points

Each month, we discuss 3 key issues facing investors

1. What is the impact of higher inflation expectations?

& Bond yields have risen amid higher inflation
expectations driven by an improving outlook, higher
commodity prices, supply chain bottlenecks, and $1.9
trillion US fiscal stimulus. Inflation concerns have also
put into focus whether central banks will tighten
monetary policy, creating volatility in bonds and
equities.

® We believe inflation concerns to be temporary and mild.
The US is operating at below full employment and wage
growth is limited. Year-end, we expect US inflation at
2.1% and the 10-year US Treasury yield to be 1%.
We are optimistic on growth and have upgraded
global and US GDP forecast to 5.6% and 6%.

@ Infixed income. we like Asia and China high yield
bonds, US Investment Grade for high quality, low
duration exposure, in addition to Emerging Market
debt (denominated in both local currency and USD)
which stand to benefit from the continued recovery.

2. Can the equities rally continue?

& Over 3-6 months, we remain overweight equities
because we think the improving earnings outlook will
drive stocks higher. Geographically, we like US, UK
and Asia (China and Singapore). \We prefer cyclical
sectors exposed to the recovery like financials,
industrials, materials and consumer discretionary.

¢ While we think the stock market can rally further short-
term, longer-term investors may wish to consider
trimming exposure in areas which are now more
pricey.

¢ Over a 12 month horizon, we have downgraded
Taiwan and South Korea equities, which are now
more expensively valued. We have also downgraded
US equities because of the higher valuations of the
mega-cap tech sector, which makes up a significant
part of the market.

3. What are some of the key risks facing investors?

¢ Short-term market volatility may persist if inflation
remains elevated, as markets process whether and
when monetary policy may tighten. We think these
concerns are temporary and equities will do well over
the next 3-6 months. Central banks are committed to
keeping policy loose to stimulate the recovery.

¢ If real yields remain elevated, certain growth
sectors like tech may suffer short-term, even
though we see tech more as a structural investment.
Gold may also suffer short-term if real yields
continue to rise.

¢ Delays or poor take-up of the Covid-19 vaccine
and new variants or waves of virus are risks to the
recovery. We advocate investing via a multi-asset
approach that includes a range of asset classes,
geographies and sectors, including high quality bonds.

Chart 1:
%
35

Higher bond yields caused by inflation concerns

3
25
2

1.5

1 10-year Treasury

05 — )-year Treasury
10-year Breakeven inflation
0

2016 2017 2017 2018 2019 2020

Source: Bloomberg, data as of 30 March 2021. Forecasts are subject to change. Investment
involves risks. Past performance is not an indication for future. For illustrative purpose only.

Chart 2: Double-digit earnings upgrade in Asia and US
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Chart 3: Gold under pressure from higher yields
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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 - g Comment
view view
Global equities
Global A A Economic data points to a strong global recovery, bolstered by vaccine roll-out. Cyclical stocks stand to benefit.
Earnings outlook is strong and we expect US equities to outperform over 3-6 months. However, longer term
United States A ¥ investors may wish to trim exposure in light of higher valuations driven by mega-cap tech stocks. We moved to
Neutral on US equities on a long-term basis and would focus on real economy names and smaller caps.
United Kingdom A A UK equities vaIL_Jat|on is attractive and stand to benefit frpm the expansionary budget, successful large-scale
COVID-19 vaccine program and the subsequent re-opening of economies.
A dovish ECB, committed quantitative easing and generous national income support schemes bode well for
Eurozone A - ) : )
Eurozone equities, however we remain neutral due to slow pace of vaccine rollout and recovery in the EU.
Japan Japanese equities are attractively valued, but economic growth is weak and policy space is limited.
Emerging Markets The outlook for EM asset classes remains broadly positive driven by global recovery and weaker USD, and we
A A
(EM) prefer Asia ex-Japan stocks than EM stocks.
Central & Easte.rn Higher commodity prices may support EM stocks outside of Asia, but new virus variants and slow vaccine
Europe and Latin v )
. rollout remain key challenges
America
Asian equities
Asian ex-Japan Investment merits in Asia are attractive valuations and higher growth potential. We prefer China and Singapore.
China A global leader in economic recovery with growth potential in manufacturing, consumption and investment from
its NPC objectives and 14t 5-year plan, give us comfort to overweight Chinese stocks as a structural story.
. Having contained COVID-19 challenges, India’s economic data is on a strong path to recovery and corporate
India t A ) ) P . e
earnings are likely to be upgraded. Some near-term challenges remain: fiscal constraints and debt sustainability.
Hong Kon HK has a strong IPO pipeline and benefits from Chinese growth. Cyclical and financial sectors stand to benefit
9 9 from reflation, but HK is exposed to uncertain global demand and trade outlook.
Singapore A A Singapore can attract higher FDI as regional supply chains shift, and it stands to benefit from its cyclical sectors.
South Korea 1 1 As a RCEP beneficiary, South Korea is exposed to the structural tech story, semiconductor demand and global
memory shortage. Whilst we remain positive on digital, valuations look full and we downgraded to Neutral.
Taiwan il Taiwan is a proxy to the global structural tech, semiconductors, 5G and stay-at-home trade. It stands to benefit
from cyclical rotation but valuations are no longer cheap. We downgraded to Neutral for the long term.
Government bonds
Developed markets (DM) v v The surge in bond ylelds_m a short space of time has limited further upside as it was pr|mar||_y driven by
inflationary concerns which are temporary in nature. Overall DM bonds returns are unattractive.
Reflationary forces have pushed US Treasury yields to new highs in a short space of time, which remain
United States v attractive relative to other government bond markets. We think risk-rewards are unattractive in the long term as a
dovish Fed limits the risk of higher yields.
United Kingdom A v The BoE is accommodative and committed to its QE program, and gilt yields are attractive.
Eurozone v v Although the ECB is committed to its monetary policy, European government bond valuations look unattractive.
Japan v v Japanese Government bonds face limited policy room and risk-rewards are unattractive.
Emerging Markets A A We are constructive on EM bonds as higher yields and potential local currency appreciation would benefit this
(local currency) asset class.
Emerging Markets A v EM debt has not been significantly affected by the upward movement in US Treasury yields, which should
(Hard currency) continue to be supported by the search for carry and yield.
Corporate bonds
Global investment grade A v We are positive in the near-term as global IG bonds have a place in portfolio diversification. However spreads
(IG) have come down notably and potential returns have become unattractive in the long run.
USD IG A v With government bond yields being low, IG bonds can act as an effective diversifier in a portfolio, but valuations
are unattractive in the long term.
The ECB and BoE are committed to quantitative easing. Spreads are at historically tight levels and we need to
EUR and GBP IG v . T
monitor any deterioration in trends of corporate fundamentals.
. Asia |G is relatively more attractive than developed markets and USD weakness is a positive for corporates with
Asia IG A A ) ) . " .
USD-denominated debt. Asian economies are likely to lead in growth recovery.
. . Overweight in the short-term because HY should perform well during the recovery. Downgraded to Neutral in the
- A 1 ) S . ! ) .
Global high-yield (HY) long-term as the difference in yields between Treasuries and HY has narrowed, given the run-up in Treasuries.
We like US HY over 3-6 months because of its exposure to the recovery. However, the credit risk premium for
US HY A 12 ) ) . .
owning US HY over government bonds has fallen, meaning longer-term investors may wish to reduce exposure.
Europe HY Europe HY valuations warrant a neutral position although the ECB is ultra-accommodative.
Asia HY A A Default rates should remain low and spreads look attractive relative to other global opportunities.
Commodities
Gold pulled back as the economy continues to recover, but low rates and low real yields will continue to support
Gold A . ) : e . ; : -
gold. There remains a place for gold in well-diversified portfolios during times of volatility.
oil Supply and demand dynamics are improving for oil, but Brent and WTI prices remain vulnerable to oversupply in

a pandemic world where re-opening of economies and vaccine administration may disappoint.
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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

We are positive on the consumer discretionary sector as it benefits from a low interest rate
environment and pent-up demand from COVID lock-down measures. Consumer finance is
cheap and readily available which spurs spending, plus household savings are at record levels.

Financials

We recently added Financials to our list of preferred cyclical sectors that we like, led by the
improvement in the economic cycle as financial institutions can benefit from more lending
activities in a low interest rate environment. In addition, they can benefit from rising inflation
and steeper yield curves.

Industrials

Economic data and business capital investment surveys continue to support an improvement
in sentiment and our pivot deeper into cyclical exposure. A number of industrial stocks were
sold off from the depth of the pandemic and are still trading at compelling valuations as their
earnings and margins outlook recover.

Information
Technology

The tech sector is at the cusp of a structural super-cycle and a key beneficiary of the stay-at-
home plays. The demand for technology ranges greatly from online education, shopping,
gaming to tele-consulting, 5G, Al and more. Improving economic conditions support risk
assets.

Communication
Services

The sector benefits from steady cash flows and growth from increased data usage as
businesses and households moved online. The ongoing roll-out of 5G is likely to provide
support for telecom equipment providers and enablers. Media companies are likely to see
continued robust demand but social media companies may face heightened regulatory
headwinds.

Materials

We believe that the cyclical materials sector is consistent to our risk-on approach and
overweight to equities. Materials could benefit from higher construction demand provided by
the infrastructure stimulus bills across different countries.

Real Estate

The sector’s high dividend vyield is attractive, and valuations tend to be supported by a low
yield environment. However, there could be dispersion in performance, for example, the
growth of the online economy which might have a significant impact on commercial real
estate.

Consumer Staples

The sector faces headwinds as investors may reduce defensive sector allocation in exchange
for a cyclical sector bias with the improvement of economic data. Year-on-year comparison
would not be favourable due to panic buying and stock piling of consumer essentials in 1Q and
2Q 2020.

Energy

Traditional fossil-fuels supply curbs by OPEC+ has supported prices and demand may continue
to improve with the gradual re-opening of the global economy in 2H2021. We expect some
volatility in energy stocks as clean-energy initiatives and ESG measures continue to be in focus.

Healthcare

With the successful roll-out of mass vaccination, concerns will likely turn to drug pricing later in
2021 with the new US administration, which may cause volatility in the sector. Medical
technology and biotechnology companies are likely to see strong demand as healthcare and
technology grow in tandem in the pandemic-era.

Utilities

The utilities sectors tend to underperform when the markets are risk-on. There has been an
increasing pivot towards a more cyclical bias and cheaper sectors by investors which
undermines utilities” performance, especially following optimism around carbon-neutral targets.
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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 Wealth Services (Canada) Inc. ("HPWS'), 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 (Taiwan) Limited ,HSBC Bank (Vietnam) Limited, PT Bank HSBC Indonesia (HBID)
and HSBC Bank (Uruguay) S.A. (HSBC Uruguay is authorised and oversought by Banco Central del Uruguay), (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 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 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.

Important Information about HSBC Private Wealth Services (Canada) Inc. (“HPWS”)

HPWS is a direct subsidiary of HSBC Bank Canada and provides services in all provinces of Canada except Prince Edward Island. The Private Investment
Management service is a discretionary portfolio management service offered by HPWS. Under this discretionary service, assets of participating clients will be
invested by HPWS or its delegated portfolio manager in securities, including but not limited to, stocks, bonds, pooled funds, mutual funds and derivatives.

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
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